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What’s 
<> News „ 

Business Finance 

♦ 

A rconic is under pres- 
sure from several of its 
biggest shareholders to 
oust CEO Klaus Kleinfeld, 
less than three months af- 
ter he separated the parts 
maker from Alcoa. A1 

♦ Goldman Sachs CEO 

Lloyd Blankfein spoke out 
against Trump’s executive 
order restricting immigra- 
tion from seven Muslim- 
majority countries. B1 

♦ Vodafone’s India unit is 

in talks to merge with rival 
Idea Cellular, combining 
two of India’s three big- 
gest wireless carriers. B1 

♦ Wells Fargo sharehold- 
ers plan to demand more 
information about risk 
management following the 
sales-practices scandal. B5 

♦ Walgreens and Rite Aid 

agreed to reduce the amount 
Walgreens would pay for its 
rival by at least $2 billion af- 
ter the two companies strug- 
gled to get antitrust enforc- 
ers to bless the deal. B1 

♦ UniCredit said it esti- 
mates it had a net loss of 
$12.6 billion for 2016, the 
result of a major balance- 
sheet cleanup it unveiled 
last month. B5 

♦ Snap plans to list its 

initial public offering on 
the NYSE, in a big victory 
for the Big Board. B1 

♦ Citigroup said it would 
exit the mortgage-servicing 
business, turning its focus 
to mortgage originations. B8 

♦ Analysts are raising 

their oil-price forecasts for 
the first time in five 
months. B5 

World-Wide 

♦ 

♦ Trump blamed protest- 
ers, Delta and Schumer for 
delays and confusion at air- 
ports this weekend, saying 
the executive order restrict- 
ing travel from seven Mus- 
lim-majority countries led to 
minimal disruption. Al, A4 

♦ Trump signed an execu- 
tive order aimed at trim- 
ming federal regulations 
and slowing the approval 
of new ones. A6 
♦ The president plans to 
announce his pick for a 
U.S. Supreme Court justice 
on Tuesday night. A6 

♦ Hafiz Saeed, the leader 
of a Pakistani Islamist 
group accused of being be- 
hind a 2008 attack in 
Mumbai, was put under 
house arrest. A4 

♦ Germany’s inflation 

rate hit its highest level 
since mid-2013 during 
January, propelled by ris- 
ing oil prices. A5 

♦ The U.S. Army will send 
tanks to countries on Rus- 
sia’s frontiers in the largest 
such deployment since the 
Cold War. A5 

♦ Businessman Eike Ba- 
tista was jailed in Rio de 
Janeiro after turning him- 
self in to police over cor- 
ruption allegations. A5 

♦ Philippine President 

Duterte ordered police to 
suspend the war on drugs 
after rogue officers kid- 
napped and killed a South 
Korean businessman. A4 

♦ At least seven Ukrai- 
nian troops have been 
killed in an apparent up- 
tick in fighting in the east- 
ern part of the country. A4 
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Trump Defends His Travel Order 


President says airport 
problems caused by 
Delta computer glitch, 
protests, not his policy 

By Damian Paletta 

WASHINGTON-The White 
House defended new rules re- 
stricting travel from seven 
Muslim-majority countries 
Monday, saying most Ameri- 
cans supported them, with 
President Donald Trump put- 
ting the blame on Delta Air 


Lines, protesters and Demo- 
cratic Sen. Charles Schumer 
for the disruptions that hit 
U.S. airports. 

In tweets Monday morning, 
Mr. Trump wrote that “big 
problems at airports were 
caused by Delta computer out- 
age, protesters and the tears 
of Senator Schumer,” referring 
to the Senate minority leader 
from New York state. 

Mr. Trump’s statement con- 
trasted sharply with accounts 
from lawyers, travelers, law- 
makers from both parties and 
government officials who said 


the executive order wasn’t 
fully vetted or explained, lead- 
ing to confusion and protests 
at terminals. 

Delta Air Lines’s computer 
systems failed at 6:30 p.m. ET 
on Sunday, while Mr. Trump’s 
order disrupted travel in the 
U.S. and across the globe 
throughout the weekend. 

In Twitter posts Monday 
morning, Mr. Trump said “only 
109 people out of 325,000 were 
detained and held for ques- 
tioning,” presumably a refer- 
ence to his executive order. 
The source and scope of those 


statistics were unclear, but the 
numbers likely understate the 
impact of his travel ban. 

Over the weekend, the De- 
partment of Homeland Secu- 
rity said that roughly 325,000 
international travelers arrive 
in the U.S. each day and that 
the executive order affected 
fewer than 1%. That would 
seem to total 650,000 travel- 
ers on Saturday and Sunday 
evening, plus untold thou- 
sands more arriving in the U.S. 
on Friday evening after Mr. 
Trump signed the order. Peo- 

Please see TRUMP page A6 


Dow Falls 
The Most 
Since U.S. 
Election 

By Riva Gold 
And Gunjan Banerji 


U.S. and European stocks 
tumbled Monday, leaving key 
indexes on both sides of the 
Atlantic with their biggest 
declines since the Nov. 8 U.S. 
election. 

The Stoxx Europe 600 
shed 3.83 points, or 1.05%— 
its biggest percentage drop 
since Nov. 2— with economi- 
cally sensitive corners of the 
market, such as banks, en- 
ergy and insurance compa- 
nies, leading declines. The 
Dow Jones Industrial Average 
fell 122.65 points or 0.61%, to 
19971.13. The percentage fall 
in the U.S. benchmark was 
the sharpest since Oct. 11. 

The declines contrasted 
with a stock market that has 
been generally buoyant since 
Election Day. After the Dow 
crossed 20000 and major in- 
dexes hit records last week, 
President Donald Trump’s 
move to restrict immigration 
from seven majority-Muslim 
countries deflated some of 
the market’s optimism, some 
analysts and investors said. 

Airlines and technology 
firms were among Monday’s 
biggest decliners. Financial 
shares, which have helped 
lead the rally since Election 
Day, also slumped. 

The S&P 500 fell 0.6% and 
Please see STOCKS page A2 


♦ Gerald F. Seib: McCain 

challenges Trump A2 

♦ Ban leaves Saudis in bind... A4 

♦ May stands by invitation.... A4 


Mosque Shooting Spree Stuns Canada 



GRIEF: Mohamed Labidi, vice president of the Quebec Islamic Cultural Center, is comforted by Quebec City Mayor Regis Labeaume, right, 
after a shooting at the mosque that killed six people. The incident Sunday night came at a time of heightened debate about immigration. A3 


MARK ZUCKERBERG’S BEIJING BLUES 


«> 

Facebook has been trying everything to re-enter China since regulators blocked it in 2009— to no avail 


Facebook Inc.’s chances of getting 
back into China appeared to take a 
rare turn for the better when an em- 
ployee noticed an official posting 
online: Beijing authorities had 
granted it a license to open a repre- 
sentative office in two office-tower 


By Alyssa Abkowitz in Beijing, 
Deepa Seetharaman 
in San Francisco and Eva Dou 
in Wuzhen, China 


suites in the capital. 

Such permits typically give West- 
ern firms an initial China beach- 
head. This one, which Facebook won 
in late 2015, could have been a sign 


Beijing was ready to give the com- 
pany another chance to connect 
with China’s roughly 700 million in- 
ternet users, reopening the market 
as the social-media giant’s U.S.- 
growth prospects dimmed. 

There was a catch. Facebook’s li- 
cense was for three months, unusu- 
ally short. Facebook executives 
found the limitation unexpected and 
frustrating, people familiar with the 
episode said. 

Facebook never opened the office. 
The official posting disappeared and 
now exists as a ghost in cached ver- 
sions of the government website. 
“We did, at one point in time, plan 
to have an office,” said Facebook 


spokeswoman Charlene Chian, “but 
we don’t today.” 

The episode is part of Facebook’s 
running tale of woe in China, where 
it has been trying to set the stage 
for a return. Blocked on China’s in- 
ternet since 2009, Facebook has 
courted Chinese officials, made 
Chief Executive Mark Zuckerberg 
more visible in China, hired a well- 
connected China-policy chief, and 
begun developing technology that 
could cull content the Communist 
Party deems unacceptable. 

It has made no visible headway. 
And as time passes, Facebook is 
watching from the outside as Chinese 
social-media giants mop up the mar- 


ket that might have been its own. 
Weibo, along with Tencent Holdings 
Ltd.’s WeChat and QQ, are now domi- 
nant in China, and it may be too late 
for Facebook, said industry executives 
including Kai-Fu Lee, Google’s former 
China head and now CEO of Innova- 
tion Works, a Chinese incubator. 

“At this stage and time with 
WeChat, Weibo and other products, 
it’s hopeless,” Mr. Lee said. 

Facebook also faces a wary central 
government, which blamed social me- 
dia for stirring ethnic unrest in 2009 
and remains uneasy with Facebook’s 
ability to be a dissidents’ megaphone, 
said industry executives and others 

Please see BLOCKED page A8 


Ferris Bueller’s ‘Oh Yeah’ Seeded 

Investing Fortune 

* * * 

Writer of Hollywood’s go -to tune got into 
trains, currency; ‘chiekaaa’ 


By John Letzing 


ZURICH— Dieter Meier has 
never seen “Ferris Bueller’s 
Day Off.” 

That alone might make Mr. 
Meier unusual. Legions of fans 
made the 1986 com- 
edy a breakout suc- 
cess for Matthew 
Broderick, who 
played Ferris, a 
charmed teenager 
navigating a com- 
plicated day of 
hooky on the 
streets of Chicago. 

For Mr. Meier, 
the film had an 
equally enduring effect: It 
launched the Swiss artist and 
entrepreneur’s quirky techno 
tune “Oh Yeah” into rarefied 
commercial territory, giving 
him seed money to help 
amass a fortune in invest- 
ments in such things as the 
trains that take tourists to the 
Matterhorn and the firm that 
prints currency. 

“I think once I saw this one 
famous scene when the guy, I 


think he opens the garage for 
his father’s Ferrari,” Mr. Meier 
said, casually referring to the 
character Cameron’s ill-fated 
introduction of his pal Ferris 
to his dad’s pristine 1961 Fer- 
rari 250 GT California. 

“I never saw the 
whole film,” Mr. 
Meier added. He 
said he doesn’t 
tend to dwell on 
things he has done 
in the past. 

For more than 
three decades since 
it accompanied Fer- 
ris and Cameron as 
they sped off in the 
Ferrari, “Oh Yeah” has been on 
a relentless, profitable path 
through American pop culture. 

After “Ferris Bueller’s Day 
Off,” it scored a limousine se- 
duction in 1987’s “The Secret 
of My Success.” In 1989 it was 
heard as a teen daughter frol- 
icked in “She’s Out of Con- 
trol” and as a dog romanced a 
poodle in “K-9.” It played as a 
kid plans a keg party in 
Please see YEAH page A8 
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CEO Behind Alcoa Split Is Taking Flak 


By David Benoit 
And Bob Tita 


Several of Arconic Inc.’s big- 
gest shareholders are pressing 
the company to oust Chief Ex- 
ecutive Klaus Kleinfeld, less 
than three months after he 
separated the parts maker 
from aluminum giant Alcoa Inc. 

The shareholders are un- 


happy with the company’s per- 
formance and blame Mr. Klein- 
feld, who served as Alcoa’s CEO 
for eight years before taking 
the helm at Arconic, according 
to people familiar with the 
matter. The company’s spend- 
ing and history of missed fore- 
casts dating back to before the 
split are among their com- 
plaints, the people said. 


Some of the investors have 
brought their concerns about 
Mr. Kleinfeld to Arconic’s 
board, of which he is chairman, 
the people added. 

In a statement, Arconic said 
Mr. Kleinfeld “substantially 
transformed” Alcoa during his 
tenure and more than doubled 
margins in the Arconic business. 
Please see ARCONIC page A2 
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WORLD NEWS 


McCain 



CAPITAL JOURNAL 

GERALD F. SEIB 


T he maverick is un- 
leashed. 

Sen. John McCain, 
famously independent- 
minded and fresh from his 
own resounding re-election 
victory, has served notice 
that he is the Republican 
lawmaker most willing to 

defy the new 
Republican 
president. 
Some fret 

Jfi - •~' t T L 3. over h° w t0 

'itf handle their 

1 ^ J disagree- 

ments with Donald Trump; 
Mr. McCain exhibits no such 
uncertainty. 

In just over a week’s time, 
Mr. McCain has called the 
new Trump ban on immigra- 
tion from a set of Muslim-ma- 
jority countries a recruiting 
boon for Islamic State radi- 
cals; threatened to codify Rus- 
sian economic sanctions into 



, Again the Maverick, Challenges Trump 


law to prevent Mr. Trump 
from lifting them; called the 
president’s decision to with- 
draw from the Trans-Pacific 
Partnership “a serious mis- 
take”; and called the idea of 
imposing a 20% tariff on im- 
ports from Mexico to pay for 
a border wall “insane.” 

The senator also served no- 
ticed that he will fight any ef- 
fort to reinstate waterboard- 
ing or other forms of torture 
in interrogation of terror sus- 
pects; and declared he may 
oppose the Trump nominee 
for budget director because of 
his past opposition to military 
spending and troop deploy- 
ments in Afghanistan. 

In short, frenetic as the 
new president has been, Mr. 
McCain is matching him step 
for step. Thus is a president 
willing to go rogue being 
matched by a powerful law- 
maker-head of the Armed 
Services Committee and for- 
mer GOP presidential nomi- 
nee-prepared to do the same. 

“The main thing is, do the 
right thing,” Mr. McCain said 
in an interview. “I feel, 
frankly, a greater burden of 
responsibility. The world’s on 
fire, we have more challenges 
than any time in the last 70 
years and, with the chair- 


manship of the Armed Ser- 
vices Committee and what- 
ever influence I have, I need 
to exercise it because the re- 
sponsibilities are so great.” 

Mr. McCain said he is will- 
ing to work with Mr. Trump: 
“I believe there are areas 
where we certainly can.” In 
fact, he will be crucial to the 
president’s desire to ramp up 
military spending and over- 
haul defense procurement 
practices, areas where they 
are almost entirely in sync. 

Plus, he said he has good 
relations with key Trump se- 
curity aides: Defense Secre- 
tary Jim Mattis, Homeland 
Security Secretary John 
Kelly and national security 
adviser Michael Flynn. White 
House chief of staff Reince 
Priebus, he noted, was Wis- 
consin chairman of his 2008 
presidential bid, and he has 
traveled abroad on congres- 
sional delegations with Vice 
President Mike Pence. 

But, he said, he has no 
communication going with 
the president himself. 

T his is a potentially se- 
rious long-term prob- 
lem for Mr. Trump. 

The president is not espe- 
cially susceptible to criticism 



Sen. John McCain (R., Ariz.) 


from Democrats, which is 
predictable and easily dis- 
missed, but opposition from 
Republicans, who control 
both chambers and every 
committee of Congress, and 
thereby the Trump agenda, 
is far more important. 

Republicans have few 
votes to spark with their 
52-48 majority in the Senate, 
so the White House has little 
margin for error within the 
party there. Though Mr. Mc- 


Cain’s ability to unite Repub- 
licans behind him has long 
been questionable, Mr. Trump 
could ill afford it if Republi- 
can misgivings coalesced 
around a highly visible leader. 

The bad blood isn’t sur- 
prising. Early in the 2016 
presidential campaign, Mr. 
Trump belittled Mr. McCain’s 
horrific Vietnam War experi- 
ence, during which his Navy 
attack jet was shot down and, 
while seriously injured, he 
spent more than five years in 
a North Vietnamese prison. 

“He’s not a war hero,” Mr. 
Trump said. “He’s a war 
hero because he was cap- 
tured. I like people who 
weren’t captured.” 

The comment came early 
in the Trump campaign, and 
many thought it would derail 
it. The fact it didn’t was a 
key initial sign of how much 
the GOP had changed. 

Mr. McCain also noted 
that Breitbart News, the site 
previously overseen by top 
Trump adviser Stephen Ban- 
non, has “attacked me inces- 
santly for years.” 

All that leaves lots of 
room for bad blood. Some of 
the disagreements are local. 
Mr. McCain argues that the 
North American Free Trade 


Agreement, which Mr. 

Trump wants to renegotiate, 
has benefited his home state 
of Arizona, and that the tar- 
iff on Mexican imports 
floated by the White House 
clearly would hurt it. 

His own war experience 
with brutal treatment dur- 
ing incarceration leaves him 
starkly at odds with Mr. 
Trump’s belief that water- 
boarding and other forms 
of harsh interrogation are 
acceptable. 

B ut the area that seems 
to most bother Mr. Mc- 
Cain isn’t personal; it 
is a seemingly deep dis- 
agreement with the new 
president over his desire to 
strengthen ties with Russian 
President Vladimir Putin. 

The last two American ad- 
ministrations, of George W. 
Bush and Barack Obama, 
similarly started “with the 
mistaken belief there would 
be improved relations with a 
hardened KGB colonel,” Mr. 
Putin, only to be disap- 
pointed, he said. 

“The difference now ver- 
sus before is he’s invaded a 
country”— Ukraine— and, he 
added, has tried to influence 
an American election. 


STOCKS 



Shares of airlines were among Monday's biggest dediners. American Airlines was down 5.6% in late trade, United Continental declined 4.4% and Delta Air Lines fell 4%. 


Continued from Page One 
the Nasdaq Composite 
dropped 0.8%. 

Expectations for stock 
swings increased, following a 
relatively tranquil stretch. 
The CBOE Volatility Index, or 
VIX, rose 16% to 12.22. On 
Friday, Wall Street’s “fear 
gauge” closed at 10.58, its 
lowest level since 2014. 

The outlook is “no longer 
as universally positive as it 
was originally perceived to 
be,” said Jeff Klingelhofer, a 
portfolio manager at Thorn- 
burg Investment Manage- 
ment. Investors have to “take 
both good and bad pictures 
and reforecast what that 
means for the U.S. and the 
global economy,” he said. 

Mr. Trump’s executive or- 
der on immigration Friday 
spawned legal challenges, 
congressional criticism and 
widespread protests. The 
prospect of protectionist 
measures and conflict in 
Washington could cloud the 
path for pro-business initia- 
tives like fiscal spending and 
an overhaul of corporate 
taxes, which investors have 
been betting on since Elec- 
tion Day, some said. 

“Markets expected a much 
more stimulus-driven policy 
agenda rather than a more 
protectionist-driven policy 
agenda,” said Charles Hep- 
worth, investment director at 
a Swiss money manager GAM. 

Shares of airlines were 
among Monday’s biggest de- 
cliners. In late afternoon in 
New York, American Airlines 
Group was down 5.6%, United 
Continental Holdings de- 
clined 4.4% and Delta Air 
Lines fell 4%. Delta said its 
essential information-tech- 


nology systems were restored 
following an outage Sunday, 
but said it scrubbed more 
flights Monday and warned 
that further cancellations 
were possible. 

The outage occurred amid 
demonstrations at many air- 
ports across the country in 
opposition to Mr. Trump’s ex- 
ecutive order. 

In Europe, shares of Air 
France-KLM declined 2.7% 


and British Airways’ parent 
International Consolidated 
Airlines Group SA gave up 
2.5%. InterContinental Hotels 
Group SA, whose chains in- 
clude Holiday Inn and Crowe 
Plaza Hotels, was down 1.8%. 

Technology-industry lead- 
ers criticized the temporary 
travel ban, expressing con- 
cerns about the order’s ef- 
fects on their employees. The 
technology sector of the S&P 


500 was down 1.1% Monday 
afternoon, while financials 
lost 1.2%. 

The moves came after the 
Dow industrials slipped Fri- 
day but still posted their best 
week since December as in- 
vestors reacted to corporate 
earnings and Mr. Trump’s 
first week in office. 

Many investors had bet 
the new administration 
would quickly reduce taxes, 


cut back regulations and 
shore up U.S. growth. 

“I think the market has 
run a bit ahead of itself on 
optimism at this point,” said 
Tom Siomades, head of Hart- 
ford Funds Investment Con- 
sulting Group. “We’re at the 
point right now where people 
are sort of waiting for what 
the details are going to be.” 

Still to come this week: 
fresh readings on the global 


economy, updates from the 
world’s largest companies 
and meetings of the Federal 
Reserve and Bank of Japan. 
More than 100 large U.S. 
companies are set to report 
quarterly results, including 
Facebook and Apple. 

In Asia, Australia’s S&P/ 
ASX 200 fell 0.9%, its worst 
day so far this year, while 
Japan’s Nikkei Stock Average 
fell 0.5%. 



Arconic Chairman and CEO Klaus Kleinfeld, shown in 2015. 


ARCONIC 

Continued from Page One 

“His strategy to separate Al- 
coa Inc. has been highly suc- 
cessful, and has already un- 
locked significant value for all 
shareholders,” said Arconic, 
which is scheduled to report 
its first quarterly results post- 
split on Tuesday. 

The shareholders’ com- 
plaints mark a reversal for Mr. 
Kleinfeld, whose move to split 
the 128-year-old company was 
viewed as his signature 
achievement. The jet-setting 
executive, a regular in the fi- 
nancial press, was appointed by 
President Donald Trump to an 
advisory committee aimed at 
revitalizing U.S. manufacturing. 

Mr. Kleinfeld took the helm at 
Alcoa in May 2008, just before 
the financial crisis sent alumi- 
num prices, and the company’s 
stock, down sharply. He quickly 
set out to expand Alcoa’s busi- 
ness of manufacturing parts for 
the aerospace and automotive 
industries in an attempt to off- 
set the slumping price of com- 
modity-grade aluminum. 

The company’s shares col- 
lapsed during his first year at 
the helm but later rebounded to 
return 90% from March 2009 
until the split, besting aluminum 
peers. That wasn’t enough to re- 


gain all of the ground lost that 
first year; for the whole of Mr. 
Kleinfeld’s tenure, Alcoa’s shares 
lost 68%, according to S&P 
Global Markets Intelligence. 

A surge in aluminum produc- 
tion in China created a global 
glut that has sent aluminum 
prices tumbling in recent years. 
To salvage the most profitable 
parts of Alcoa, the company in 
September 2015 said it would 
separate its high-value parts 
businesses from the raw alumi- 
num business. Investors ap- 
plauded the move, which left 
Mr. Kleinfeld in charge of the 
parts business after the mining 
and aluminum production unit 
was spun out into the new Alcoa 
Corp. this past November. 

But Arconic’s stock hasn’t 
done as well since the split, re- 


turning 2.2%. Alcoa, mean- 
while, has returned 67%, 
boosted by a postelection bet 
that duties on imported alumi- 
num and U.S. industrial expan- 
sion will revitalize demand for 
Alcoa’s aluminum. Shareholders 
who held Alcoa stock before the 
split have gained about 21%. 

Activist investor Elliott 
Management Corp., Arconic’s 
biggest shareholder, is among 
those unhappy with Arconic’s 
performance. The hedge fund, 
which first invested in Alcoa in 
late 2015, recently boosted its 
stake to 10.3%, saying Ar- 
conic’s stock is “dramatically 
undervalued,” according to a 
regulatory filing last week. 

Arconic shares were off less 
than 1% at $22.45 in afternoon 
trading Monday. 


Elliott had been at peace with 
the company since reaching a 
deal for three board seats in 
early 2016. The agreement, 
which barred Elliott from 
launching a public fight, has ex- 
pired, raising the possibility that 
the hedge fund will seek addi- 
tional board seats ahead of a 
Feb. 5 nominating deadline. 

Investors are expected to fo- 
cus on the performance of Ar- 
conic’s largest division, engi- 
neered products and solutions, 
when the company reports 
fourth-quarter results Tuesday. 
In October, management fore- 
cast revenue in a range of $5.6 
billion to $5.8 billion, the second 
reduction from a 2015 analyst 
day forecast of $7.2 billion. The 
forecast for adjusted earnings 
before interest, taxes, deprecia- 
tion and amortization has been 
lowered to around $1.2 billion 
from roughly $1.7 billion. 

Arconic’s spending is also an 
issue for shareholders. In the 
two years before the breakup, 
Alcoa spent $4.6 billion on ac- 
quisitions to increase its pres- 
ence in the aerospace industry 
and expand its product lines to 
titanium and other metals. But 
its biggest deal of the period, 
the $2.9 billion purchase of 
aerospace component maker 
Firth Rixson in 2014, has fallen 
short of expectations with 
lower-than-expected production 
volumes of commercial jets. 


Investors also cite Arconic’s 
advertising and marketing 
spending, including a series of 
high-production videos about a 
reimagined Jetsons family di- 
rected by Justin Lin, who did 
some of “The Fast and the Fu- 
rious” movies. 

The company said Mr. 
Kleinfeld is focused on keeping 
costs in check. “Management 
has been relentless in driving 
costs down and productivity 
up, taking $4.4 billion of cost 
out of Alcoa Inc. from the time 
Mr. Kleinfeld joined through 
separation,” the company said. 

At an investor day in Decem- 
ber, Arconic said its combined 
Ebitda margin had more than 
doubled while part of the larger 
Alcoa to 15% at the end of 2015. 
It is targeting 17% for 2019. 

Arconic executives and indus- 
try analysts predict the aviation 
business, which accounts for 
about 40% of its revenue, will 
bounce back in 2017 as aircraft 
builders and jet engine manu- 
facturers ramp up production. 

Executives also expect Ar- 
conic’s rolled products and 
transportation components 
businesses to expand as auto 
makers continue to increase 
their use of aluminum as a sub- 
stitute for steel to lower vehicle 
weights and improve fuel econ- 
omy. Arconic is a supplier for 
Ford Motor Co.’s all-aluminum 
F-series pickups. 
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WORLD NEWS 

Mass Shooting at Mosque Shakes Quebec 



Canada leader Trudeau 
decries 'terrorist attack' 
that killed 6 worshipers; 
one suspect in custody 

By Elena Cherney 
And Paul Vieira 


QUEBEC— Prime Minister 
Justin Trudeau said a deadly 
shooting at a mosque here was 
a terrorist attack on “inno- 
cents targeted for practicing 
their faith,” and promoted his 
vision of an open Canada as a 
contrast to new U.S. moves to 
limit immigration. 

His remarks in Canada’s 
Parliament came as the coun- 
try reels from the rare attack 
on Canadians at a place of 
worship. Six people were 
killed in the shooting at the 
Quebec Islamic Cultural Cen- 
ter, the city’s biggest mosque, 
on Sunday night. 

“It was an attack on our 
most intrinsic and cherished 
values as Canadians— open- 
ness, diversity and freedom of 
religion,” Mr. Trudeau told 
lawmakers Monday. He said 
the government and law-en- 
forcement authorities “would 
get to the bottom of this.” 

Canadian police haven’t re- 
vealed details about the one 
suspect in custody or the mo- 
tive in the shooting. Two sus- 
pects were initially arrested, 
but police said one is now 
considered a witness. The peo- 
ple held weren’t previously 
known to police, police said at 
a press conference on Monday. 

Earlier in the weekend, Mr. 
Trudeau had described his 
country as a welcoming home 
to refugees spurned by U.S. 
President Donald Trump. 

After Mr. Trump on Friday 
suspended the U.S. refugee 
program and banned entry for 
90 days to nationals from 
seven Muslim-majority coun- 
tries, Mr. Trudeau tweeted: 
“To those fleeing persecution, 
terror & war, Canadians will 
welcome you, regardless of 
your faith. Diversity is our 


strength.” 

Protests against Mr. 
Trump’s order took place 
Monday in Ottawa and To- 
ronto, alongside demonstra- 
tions across the U.S. 

Mr. Trump expressed con- 
dolences to Mr. Trudeau in a 
phone conversation about the 
mosque shooting, the Cana- 
dian prime minister’s office 
said. 

White House press secre- 
tary Sean Spicer later said Mr. 
Trump was still waiting for 
more information about mo- 
tives in the shooting, but said 
it is a reminder of why Mr. 
Trump believes he must be 
“proactive rather than reac- 
tive” in trying to prevent ter- 
ror attacks. 

Quebec Premier Philippe 
Couillard also condemned the 
mosque shooting, and urged 
people to push back against 
“any compromise” toward in- 
tolerance. “Canada and Quebec 
has to remain a beacon, a 


landmark of tolerance and 
openness in this troubled 
world,” he said. 

The shootings at the 
mosque took place around 8 
p.m. on Sunday night, during 


the evening prayer, when be- 
tween 50 and 100 worshipers 
were in the building, said Ikbel 
Jourchi, the wife of mosque 
president Mohamed Yangui. 
Her husband, who was home 


at the time, headed to the 
mosque when he heard the 
news. 

The six dead were all men, 
35 to 60 years old, police said. 
Two people were in critical 
condition, the hospital said 
Monday, after three were up- 
graded to stable. 

By Monday afternoon, a 
coroner’s tent had been set up 
outside the entrance to the 
mosque, and police vehicles 
surrounded the brick-and- 
glass low-rise building. About 
a half-dozen bouquets lay in a 
snow drift by a road median. 

The mosque was founded in 
1985 in an effort to create a 
spiritual and sociocultural 
home for Muslims in the city, 
according to its website. The 
mosque has been targeted in 
the past. Last year, Quebec 
City police launched an inves- 
tigation after a pig’s head was 
delivered to the front door of 
the mosque, during the holy 
Muslim month of Ramadan. 


More than one million Mus- 
lims live in Canada, represent- 
ing about 3.2% of the coun- 
try’s total population, 
according to the 2011 govern- 
ment census. The French- 
speaking province of Quebec is 
home to nearly a quarter of all 
Canadian Muslims, largely be- 
cause of a rapid rise in the 
number of immigrants from 
French-speaking countries in 
North Africa. 

Nathalie Corriveau works in 
a craft store down the road 
from the mosque, in the mid- 
dle-class suburb of Sainte-Foy 
on Quebec City’s eastern edge. 
The main strip, Chemin 
Sainte-Foy, is dotted by low- 
rise apartment buildings, 
mixed housing and storefront 
businesses. 

Ms. Corriveau and col- 
leagues made their way 
around the police barricade 
erected around the mosque to 
get to work. 

“I find it scary,” Ms. Cor- 
riveau said. “We are in Quebec 
City, in a peaceful town.” 

Radio-Canada, the French- 
language arm of the Canadian 
Broadcasting Corp., reported 
the two individuals held by po- 
lice were said to be college 
students at nearby Universite 
Laval. A spokesman for the 
school said he couldn’t confirm 
the veracity of that report. 

Quebec witnessed one of 
the worst mass shootings in 
recent North American history 
in December, 1989, when Marc 
Lepine shot and killed 14 fe- 
male students with a semiau- 
tomatic rifle at the Universite 
de Montreal’s engineering 
school. 

Canada was also hit with 
two terror-inspired attacks 
in a matter of days in Octo- 
ber, 2014. 

A gunman shot and killed a 
soldier guarding Canada’s Na- 
tional War Memorial in Ot- 
tawa before being killed him- 
self inside the country’s main 
parliament building. 

—Damian Paletta 
and Jacquie McNish 

contributed to this article. 
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U.S. Ban Leaves Saudis in a Bind 



Saudi King Salman, right, spoke with President Trump on Sunday. 


Monarchy's desire to 
cultivate ties to Trump 
runs counter to outcry 
over travel curbs 

Saudi Arabia, the birthplace 
of Islam and home to the reli- 
gion’s two holiest sites, has 
long used its religious clout to 
project its role as a regional 
leader. Now that same clout 
has caught the kingdom in a 
prickly dilemma. 


By Margherita 
Stancati in Dubai and 
Ahmed AI Omran in 
Riyadh, Saudi Arabia 


The monarchy’s desire to 
cultivate a better relationship 
with the Trump administration 
than it had with the U.S. under 
Barack Obama is exposing 
Saudi Arabia to criticism that it 
is unwilling to stand up for its 
Muslim allies, particularly 
those caught in an executive 
order that restricts entry to the 
U.S. for citizens of seven pre- 
dominantly Muslim countries. 

“The ban puts Saudi Arabia 
in an awkward position,” said 
Ibrahim Fraihat, a professor of 
conflict resolution at the Doha 
Institute for Graduate Studies. 


“Saudi Arabia will be expected 
to take a position against it 
because some of the countries 
included in the ban like Sudan 
and Yemen are key allies and 
because it projects itself as 
leader of the Muslim world.” 

Saudi Arabia’s Ministry of 
Foreign Affairs didn’t respond 
to a request to comment. 

President Donald Trump 
spoke on Sunday with Saudi 
Arabia’s King Salman about 
Middle East refugees, the deal 
to keep Iran from obtaining 
nuclear weapons, and im- 
proved security relations be- 
tween the two countries, the 


White House said. 

A statement carried on the 
official Saudi Press Agency said 
“the views of the two leaders 
were identical” on issues that 
included confronting terrorism 
and extremism, along with 
countering “those who seek to 
undermine security and stability 
in the region and interfere in the 
internal affairs of other state,” a 
reference to Iran and to the ac- 
tivities of its regional proxies. 

The White House also said 
they agreed on the “impor- 
tance of rigorously enforcing” 
the nuclear deal Iran struck 
with other world powers in- 


cluding the U.S. in 2015. Mr. 
Trump and Saudi officials 
have repeatedly criticized the 
^ agreement, which lifted sanc- 
g tions on Iran in exchange for 
1 curbs on its nuclear program. 
£ Saudi leaders enthusiasti- 
Fj cally greeted Mr. Trump’s elec- 
z tion, voicing hope that the new 
S president’s hard-line stance on 
| rival Iran meshed with the 
| kingdom’s strategic goals. Iran 
§ is among the seven Muslim- 
§ majority countries covered by 
Sj the 90-day visa moratorium, 
but so are countries Saudi Ara- 
bia regards as allies. 

The ban applies to citizens 
of Sudan, a member of the co- 
alition of Muslim countries as- 
sembled by Saudi Arabia to 
combat terrorism. Also in- 
cluded is Yemen, where Saudi 
Arabia intervened militarily in 
2015 against Iran-backed 
Houthi rebels with the aim of 
restoring President Abed Rabbo 
Mansour Hadi to power. The 
ban applies to Syrians fleeing 
their country’s war, too, and Ri- 
yadh is a key supporter of Syr- 
ian rebels fighting President 
Bashar al-Assad as well as his 
Iranian and Russian backers. 

Saudi Arabia has produced 
more extremists that went on 
to carry out attacks on U.S. 
soil than any of the countries 


directly affected by the ban. 
Osama bin Laden, the late 
head of al Qaeda, was from 
one of the kingdom’s most 
prominent business families 
and 15 of the 19 Sept. 11, 2001, 
hijackers were Saudi. 

Saudi officials have kept mum 
on the new U.S. visa restrictions. 
But when Mr. Trump first 
floated the idea of a Muslim ban, 
Saudi Foreign Minister Adel al- 
Jubeir described the proposal as 
“very, very dangerous,” saying it 
would deepen divisions between 
people of different faiths. But 
during a press conference in Ri- 
yadh on Jan. 24, said he was 
“very, very optimistic about the 
Trump administration.” 

In putting its faith in Mr. 
Trump’s presidency, Saudi Ara- 
bia had hoped the White House 
would reverse Mr. Obama’s 
policy of outreach to Iran. 

But some analysts say that 
assuming the Trump presi- 
dency will be good for the re- 
gion when so little is known 
about his Middle East policy is 
overly optimistic. 

“They are putting their heads 
in the sand about the anti-Mus- 
lim bigotry,” said Brian Katulis, 
a senior fellow at the Center for 
American Progress, who blamed 
“a mixture of wishful thinking 
and willful blindness.” 


Africa Refugees in Limbo After Executive Order 


By Matina Stevis 


ADDIS ABABA, Ethiopia— 
President Donald Trump’s exec- 
utive order temporarily barring 
U.S. entry to foreign nationals 
from seven Muslim-majority 
nations has shaken the Horn of 
Africa, raising worries about 
the future of counterterrorism 
efforts in the volatile region 
and the fate of refugees await- 
ing resettlement in America. 

The 90-day entry ban on 
visa-carrying citizens from So- 
malia and Sudan has caused 
dismay in the Sudanese capital 
Khartoum, which reached a 
deal with the Obama adminis- 
tration this month to lift a 20- 
year-old U.S. trade embargo 
and to boost cooperation in the 
fight against Islamic State and 
other militant groups. 

The government of Presi- 
dent Omar al-Bashir called the 
policy a “negative message” 
and summoned the U.S. charge 
d’affaires to protest. 

At the opening day of a 
summit of the 54-nation Afri- 
can Union in Addis Ababa, the 
regional bloc’s outgoing chair- 
woman told the continent’s 
leaders that Mr. Trump’s exec- 
utive order heralded “very tur- 
bulent times.” 

“The very country to which 
many of our people were taken 
as slaves during the trans-At- 
lantic slave trade has now de- 


cided to ban refugees from 
some of our country,” South 
Africa’s Nkosazana Dlamini- 
Zuma said in a speech in the 
Ethiopian capital. 

United Nations Secretary- 
General Antonio Guterres 
struck a more conciliatory tone. 

“I strongly hope that mea- 
sures that were taken will be 
only temporary.. .and that refu- 
gee protection will become 
again high in the agenda of 
the U.S.,” he told reporters in 
Addis Ababa. He added that he 
agreed with Mr. Trump that 
the U.N. had “enormous poten- 
tial” and he hoped threatened 
cuts to U.S. funding of the U.N. 
wouldn’t be “dramatic.” 

Rashid Abdi, regional direc- 
tor for the International Crisis 
Group, said the travel restric- 
tions would complicate U.S. se- 
curity cooperation in the re- 
gion and prove a big boon for 
al-Shabaab recruiting efforts. 
The executive order, which also 
blocks foreign nationals from 
Syria, Iraq, Libya, Iran and Ye- 
men from entering the U.S., 
could undermine counterter- 
rorism efforts against Somalia’s 
al-Shabaab. The U.S. provides 
military training to the Somali 
security forces and carries out 
drone strikes against the al 
Qaeda-linked group. 

The executive order also 
calls for a four-month halt of 
all refugee admissions so the 



Participants gathered at the Assembly of the African Union, in Addis Ababa, Ethiopia, on Monday. 


U.S. government can study the 
process and determine if addi- 
tional checks are necessary. Mr. 
Abdi said the ban would com- 
pound the crisis surrounding 
the Dadaab refugee camp in 
Kenya, home to about 350,000 
ethnic Somalis, many of whom 
have fled violence at home. 

Kenyan authorities have de- 
cided to close the camp, the 
world’s largest, and thousands 
of its residents have applied 


for resettlement in the U.S., 
where they represent one of 
the country’s largest refugee 
communities. 

Last year, nearly 11,000 So- 
mali refugees were relocated to 
the U.S., many to reunite with 
family members. Their arrival 
in America came after a screen- 
ing process lasting up to eight 
years, according to the State 
Department’s Bureau of Popula- 
tion, Refugees and Migration. 


About half of those reset- 
tled Somalis came from Kenya, 
almost all of them from 
Dadaab, the International Or- 
ganization for Migration said. 

“Resettlement was the one 
option remaining for many 
camp residents.... Dadaab resi- 
dents are quite literally run- 
ning out of options,” said 
Conor Phillips, country direc- 
tor in Kenya for the Interna- 
tional Rescue Committee. 


Pakistan 

Arrests 

Leading 

Militant 

By Saeed Shah 


ISLAMABAD, Pakistan-Hafiz 
Saeed, the leader of a Pakistani 
Islamist group accused of being 
behind a 2008 attack in Mumbai, 
was put under house arrest 
Monday. 

Mr. Saeed was detained in the 
eastern city of Lahore, where he 
lives, officials said. His Jamaat- 
ud-Dawa group is accused by 
New Delhi, Washington and the 
United Nations of being behind a 
multiday terrorist attack on the 
Indian city of Mumbai in 2008, 
which killed 166 people. The 
group has denied responsibility 
for the attack. 

Monday’s crackdown comes 
as the new administration of 
Donald Trump unleashes a 
tougher policy against countries 
plagued by terrorism. Pakistan 
wasn’t one of the seven coun- 
tries whose citizens were hit by 
a ban on U.S. immigration signed 
by Mr. Trump on Friday, but 
Reince Priebus, the White House 
chief of staff, later hinted that 
Pakistan could be added to the 
list. 

“At this stage, Pakistan 
maybe thought the U.S. might 
take some action against it, like 
a travel ban,” said Hasan Askari 
Rizvi, a security analyst based in 
Lahore. “Pakistan has made this 
gesture to signal that it 
shouldn’t be placed in the same 
category as some other coun- 
tries. The Trump administration 
is a factor.” 

Mr. Saeed is also a hurdle to 
the relaunch of peace talks be- 
tween India and Pakistan, a re- 
kindling of dialogue for which 
Washington has pressed. 

The action against Mr. Saeed 
could give India’s leader, Prime 
Minister Narendra Modi, the po- 
litical space in which to reach 
out again to Pakistan. 

Mr. Modi at times has shown 
as openness to talks with Paki- 
stan, but two attacks in India 
last year that New Delhi blames 
on Pakistani-based militants 
froze relations. 

Pakistani Prime Minister 
Nawaz Sharif made the decision 
to move against Mr. Saeed, an 
official said. The Pakistani leader 
is a strong advocate of normaliz- 
ing relations with India, often 
putting him at odds with his 
own hawkish security establish- 
ment. 

According to a notification is- 
sued by the provincial govern- 
ment Monday, Jamaat-ud-Dawa 
and its charity arm have been 
placed on a terrorism watch list. 
One official said that the group’s 
activities, including its schools, 
would be “minimalized.” 

—Qasim Nauman contributed 
to this article. 


U.K.’s May Stands By 
Offer for Trump Visit 


By Nicholas Winning 


LONDON— Prime Minister 
Theresa May, whose office 
heralded a meeting last week 
with President Donald Trump 
as a diplomatic success, is fac- 
ing pressure at home over her 
efforts to strengthen ties with 
the new U.S. administration. 

On Monday, Mrs. May said 
an offer to Mr. Trump for a 
state visit still stands, despite 
a petition signed by 1.3 million 
people calling for its cancella- 
tion in the wake of his restric- 
tions on immigration from 
seven Muslim-majority coun- 
tries. Hundreds of people later 
protested Mr. Trump’s clamp- 
down outside Mrs. May’s offi- 
cial Downing Street residence. 

“The United States is a 
close ally of the United King- 
dom,” Mrs. May said during a 
visit to Ireland, where she 
stood by the invitation. “We 
work together across many ar- 
eas of mutual interest and we 
have that special relationship 
between us.” 

The British leader has stood 
out as the most prominent in 
Europe to reach out to the U.S. 
leader, as she seeks new trade 
opportunities in advance of 
the U.K.’s exit from the Euro- 
pean Union. She has been 
cheered by supporters who say 
she is doing what is best for 
Britain, but opponents have 
criticized her as cozying up to 
a leader they see as unsavory. 

Mrs. May initially declined 
to condemn Mr. Trump’s exec- 
utive order, which was an- 


nounced Friday just hours af- 
ter she became the first 
foreign leader to hold talks 
with the president in the 
White House. Her office later 
said it disagreed with the ban. 

The visit presented Mrs. 
May with an early opportunity 
to cement bilateral trans-At- 
lantic ties and to push for sup- 
port for the North Atlantic 
Treaty Organization, which 
Mr. Trump has called obsolete. 
At the Friday press confer- 
ence, Mrs. May said Mr. 
Trump confirmed during their 
meeting that he was “100% be- 
hind NATO,” as Mr. Trump 
nodded. 

Backing for the petition, 
which was launched in Novem- 
ber, soared over the weekend 
and quickly breached the 
100,000 level to make it eligi- 
ble for parliamentary debate. 
It says Mr. Trump should be 
allowed to enter the U.K. in his 
capacity as head of the U.S. 
government, but shouldn’t be 
invited to make an official 
state visit because it would 
embarrass Queen Elizabeth II. 

The queen usually holds 
just one or two state visits a 
year, which are much grander 
affairs than regular visits by 
heads of state and tend to in- 
clude state banquets and a 
stay at Buckingham Palace. 

The palace declined to com- 
ment. It has yet to issue a for- 
mal state visit invitation to 
Mr. Trump and no date has 
been set. 

—Jenny Gross 
contributed to this article. 


WORLDWATCH 


PHILIPPINES 

Duterte Orders War 
On Drugs Suspended 

Philippine President Rodrigo 
Duterte ordered police to sus- 
pend the war on drugs after 
rogue officers kidnapped and 
killed a South Korean business- 
man, adding to widespread criti- 
cism of the bloody antinarcotics 
campaign. 

Police have killed more than 
2,000 people in the purge since 
Mr. Duterte took office in June, 
with an additional 5,000 killed by 
suspected vigilantes in a spasm 
of violence that has transfixed 
the nation and the world. 

Speaking at a media briefing 
Sunday, Mr. Duterte said he had 
to reorganize the way the police 
operate. National police chief 
Gen. Ronald dela Rosa said at a 
news conference Monday that 
authority for pursuing drugs 
cases would be handed to the 
Philippine Drug Enforcement 
Agency until a purge of police 
ranks had been completed. 

"Rogue cops, beware! We no 
longer have a war on drugs; we 
now have a war on scalawags,” 
Gen. dela Rosa said. 

Some human-rights groups 
dismissed the police chiefs re- 
marks as little more than a pub- 
lic-relations exercise. Phelim Kine, 
deputy director for Asia at Hu- 
man Rights Watch, said the 
campaign against drugs "consti- 
tutes a disgraceful betrayal of 
the public trust." Mr. Duterte, 71 
years old, said the war on drugs 
would continue until the end of 
his six-year term in 2022. 

The killing of Jee Ick-joo has 
embarrassed Mr. Duterte, who 



Philippine National Police Director General Ronald dela Rosa, 
right, spoke to President Rodrigo Duterte in Manila on Monday. 


apologized to the government of 
South Korea. It has also trig- 
gered an investigation in the 
Philippines' Senate, providing 
fodder for Mr. Duterte's critics in 
the legislature and further tar- 
nishing the reputation of the po- 
lice. Government prosecutors say 
the businessman was abducted 
by antinarcotics police on Oct. 18 
and strangled to death hours 
later inside the Philippine Na- 
tional Police headquarters at 
Camp Crame in Manila. 

In the weeks following Mr. 
Jee's death, his kidnappers pre- 
tended he was alive and asked 
his wife, Choi Kyung-jin, for five 
million pesos, or about $100,000, 
in ransom, which she paid. They 
later asked her for an additional 
4.5 million pesos. 

—James Hookway 

BRAZIL 

Plea Deal Accepted 
In Corruption Case 

Brazil's Supreme Court presi- 
dent accepted a plea deal by cur- 


rent and former employees of 
construction company Odebrecht, 
which people close to the negoti- 
ations say includes testimony 
implicating allies of President 
Michel Temer in wrongdoing re- 
lated to an extensive anticorrup- 
tion probe. 

Leaks from the plea agree- 
ment negotiations have been fre- 
quent in the Brazilian press, and 
many in the country expect the 
details of the deal, when they 
are finally released, to shake the 
Temer administration. People fa- 
miliar with the testimony in the 
agreement said it would impli- 
cate more than 100 politicians, 
including some close to President 
Temer. 

Mr. Temer said the court's 
president. Carmen Lucia, acted 
correctly and did what she had 
to do by accepting the agree- 
ment. The president didn't com- 
ment on the testimony in the 
plea agreement, but in the past 
he has denied any wrongdoing. 

He is working to push through 
Congress a series of reforms in- 
tended to get spending under 


control and reduce the deficit, 
a The plea agreement "could af- 
| feet Mr. Temer's ability to gov- 
J ern, because there could be a lot 
E of names of many of his allies," 
j£ said Thiago de Aragao, a political 
gl scientist at consulting firm Arko 
S Advice in Brasilia. "That could 
| paralyze the government.” 

£ The investigation of bid-rig- 
S ging and bribery at state-con- 
5 . trolled oil company Petroleo 
g Brasileiro has resulted in the ar- 
j rest, trial, conviction and sen- 
§ tencing of dozens of executives 
of construction companies in- 
volved. 

—Rogerio Jelmayer 


UKRAINE 

7 Deaths Reported 
In Fighting in East 

At least seven Ukrainian 
troops have been killed in an ap- 
parent uptick in fighting in the 
eastern part of the country, offi- 
cials said on Monday. 

The government press office 
for the operation in the east said 
it recorded an increase in fight- 
ing on several fronts on Sunday 
which left at least five dead and 
nine injured. Two more were 
killed and five were injured Mon- 
day morning north of the rebel 
stronghold of Donetsk, the press 
office said. 

An armed conflict between 
government troops and separat- 
ist rebels in Ukraine has killed 
more than 9,600 since it began 
in 2014, according to the United 
Nations Human Rights Office. A 
January cease-fire had until re- 
cently helped to limit the fighting 
to sporadic shootouts. 

—Associated Press 
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U.S. to Send Tanks to Baltics 
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WORLD NEWS 



U.S. and Polish troops conducted joint exercises on Monday. 


China Protectionism 
Writ Large in Pen Plan 


Largest deployment 
on Russian border 
since Cold War aims to 
reassure NATO allies 

The U.S. Army will send 
tanks this week to countries 
on Russia’s frontiers in the 
largest such deployment since 
the Cold War, a step aimed at 
reassuring America’s European 
allies that Washington remains 
committed to their defense. 


By Julian E. Barnes in 
Brussels and Drew 
Hinshaw in Warsaw 


After joint U.S.-Polish exer- 
cises in northern Poland on 
Monday, some of the M1A2 
Abrams main battle tanks used 
in the drills will be trans- 
ported to the Baltic states of 
Latvia, Estonia and Lithuania, 
where they will remain until a 
new North Atlantic Treaty Or- 
ganization deterrent force is 
operational in the spring. 

In recent days, allies have 
pointed to the deployment of 
American troops and military 
hardware in Eastern Europe as 
a sign that the U.S. remains 
committed to NATO and that 
the alliance will carry out its 
policy of building a force to 
thwart any Russian military 
action in the region. 

“The physical presence of 
NATO is here with us today,” 
Polish President Andrzej Duda 


By Nina Adam 
And Paul Hannon 


Germany’s inflation rate hit 
its highest level since mid-2013 
during January, a development 
that is likely to amplify calls for 
an end to European Central Bank 
stimulus from within the euro- 
zone’s largest member. 

Rising oil prices propelled 
Germany’s annual inflation rate, 
measured by harmonized Euro- 
pean Union standards, to 1.9% 
from L7% in December, the coun- 


said Monday at a ceremony in 
Zagan, Poland, with the U.S. 
Army’s 3rd Armored Combat 
Brigade Team of the 4th Infan- 
try Division. 

The exercises were planned 
before Donald Trump was 
elected U.S. president in No- 
vember. Since then, allied offi- 
cials have privately expressed 
worries about the administra- 
tion’s policy toward NATO and 
whether the White House will 
curtail the deployment. 

The dispatching of U.S. 
troops and armor to Europe 
shows the allies are implement- 
ing their decision to create a 
small force to better detect any 
Russian moves in the Baltics 
and to show Moscow that the 
alliance’s major powers stand 
behind its eastern members, 
said Adam Thomson, a former 
U.K. ambassador to NATO and 
the head of the European Lead- 
ership Network, a think tank. 

But the allies remain con- 
cerned, he said, that Mr. 
Trump and his advisers have 
sent mixed messages on NATO, 
on the one hand expressing 
their full support for the alli- 
ance and on the other, de- 
scribing it as outmoded. 

“It is a new experience for 
NATO to be described as obso- 
lete,” Mr. Thomson said. Mr. 
Trump “clearly has issues with 
the alliance.” 

At the ceremony in Poland, 
Col. Christopher Norrie, the 
3rd Brigade’s commander, said 
his unit’s deployment to Eu- 


try’s statistics body said. It is the 
highest rate since July 2013, 
bringing German inflation in line 
with the ECB’s medium-term ob- 
jective. The ECB aims to anchor 
eurozone-wide inflation at just 
below 2%. 

A jump in inflation in Decem- 
ber had led to calls from German 
economists and politicians for 
an end to a series of stimulus 
programs launched by the ECB, 
including a €2.3 trillion ($2.47 
trillion) bond-purchase program 
that is due to run until the end of 


rope was a “visible and credi- 
ble expression of our nation’s 
commitment to our allies.” 

The unit, known as the Iron 
Brigade, is “fully ready to take 
action if needed to preserve 
our shared interest in security 
and peace in this vital part of 
the world,” Col. Norrie said. 

Based in Fort Carson, Colo., 
the 3rd Brigade arrived in 
Bremerhaven, Germany, in 
early January with about 
3,500 soldiers, 144 Bradley 
fighting vehicles, 87 tanks and 
18 Paladin artillery systems. 

The brigade will be sta- 
tioned in Europe, with a head- 
quarters in Poland, for the 
next nine months, after which 
it is to be replaced by another 
unit. During its deployment, 
elements of the brigade will 
also be sent to Hungary, Po- 


2017, and possibly beyond. 

Sabine Lautenschlager, a Ger- 
man who sits on the ECB’s six- 
member executive board, said 
last week she hoped the central 
bank could “soon turn to the 
question of an exit” from stimu- 
lus policies. 

Economists say rising infla- 
tion across the eurozone could 
damp growth later in the year, 
since it would weaken house- 
holds’ spending power unless 
wages were to rise at a similar 
pace. “We are suffering a nega- 


land, Germany and Romania. 

The U.S. has also boosted its 
European presence by increas- 
ing the number of helicopters 
and deploying 900 additional 
combat-support soldiers. 

Aivars Ozolins, an interna- 
tional-affairs commentator in 
the Latvian capital Riga said 
Latvian defense and diplo- 
matic officials have “a great 
deal of anxiety mixed with 
some cautious hope” over the 
new American administration. 

To damp that anxiety, U.S. 
officers went out of their way 
on Monday to reinforce the 
message that the U.S. commit- 
ment to NATO wasn’t wavering, 
citing expressions of support 
for Europe by the new U.S. sec- 
retary of defense, Jim Mattis. 

—Juris Kaza in Riga, Latvia, 
contributed to this article. 


tive supply shock [from rising oil 
prices], and with that comes bad 
inflation,” said Ruben Segura- 
Cayuela, an economist at BAML 
in London. 

Ewald Nowotny, who sits on 
the ECB’s Governing Council as 
head of Austria’s central bank, 
said Monday that the ECB might 
start to signal a gradual with- 
drawal from its bond-purchase 
program over the summer. 

“Sometime before the end of 
2017, we will be discussing what 
happens in the future,” he said. 
“I am not saying we will make a 
decision [on tapering] in the 
summer, but we will have better 
information for making a deci- 
sion in the summer.” 

Mr. Nowotny’s remarks come 
amid signs of strength in the eu- 
rozone’s €10 trillion economy. 

The European Commission 
said Monday that its Economic 
Sentiment Indicator, which ag- 
gregates business and consumer 
confidence, rose to 107.9 in Janu- 
ary from 107.8 in December— the 
highest level since March 2011. 

The pickup in business confi- 
dence was led by industry, with 
the measure for that sector ris- 
ing to 0.8 from zero in Decem- 
ber, its highest level since June 
2011. Services confidence also 
firmed, though retailers and 
construction companies were 
less upbeat. 


By Chuin-Wei Yap 


BEIJING— After a five-year 
effort, one Chinese company re- 
cently achieved a mission of na- 
tional interest: helping develop 
the first fully Chinese ballpoint 
pen. What isn’t clear is whether 
it made economic sense. 

Chinese manufacturers pro- 
duce 38 billion ballpoint pens a 
year— 80% of the global market. 
But they didn’t make the nib, 
the part that holds the ball at 
the tip, long preferring the qual- 
ity of Japanese and European- 
made versions. Then, Beijing 
prodded them to look onshore. 

Chinese President Xi Jinping 
has vocally defended free trade 
and globalization in recent days, 
stepping in as U.S. President 
Donald Trump flirts with trade 
protectionism. But at home Bei- 
jing’s policy makers often pro- 
mote a “made-in-China” ethos, 
tapping a rich vein of national- 
ist sentiment. The quest, 
framed as a catalyst for home- 
grown innovation, has defined 
how goods are made in major 
Chinese industries, at times at 
the expense of efficiency. 

Studies rank China’s econ- 
omy, the world’s second-largest, 
among the most closed. From 
cars to wind turbines, Beijing 
limits foreign participation in 
domestic production. Citing 
food safety, Beijing insists al- 
most all grains consumed in 
China are domestically grown, 
and sets artificially high prices 
to support bumper harvests. 

The stationery giant spear- 
heading the nib mission, Beifa 
Group Ltd., defended the nib 
strategy as it began mass-pro- 
ducing the pen part this month 
despite signs that Japan can 
match the cost. Officials hoped 
the domestic effort will pave 
the way for other advances in 
Chinese precision engineering. 

“It’s meaningful to have a 
breakthrough in the core tech- 
nology for the domestic indus- 
try,” Zhang Xuelian, Beifa’s 
spokesman, said in an inter- 
view. “What if there’s a war?” 


President Xi defends 
globalization, but his 
policies favor state-run 
companies at home. 

Beifa’s contribution to Chi- 
nese self-sufficiency began in 
2011 when the Ministry of Sci- 
ence and Technology asked com- 
panies to “achieve the localiza- 
tion of pen-product technology.” 
Beifa’s research division took on 
the development of a key part of 
the ballpoint: the bullet -shaped, 
2.3-millimeter-wide metal 
socket that feeds ink to the half- 
millimeter ball at its tip. 

The ministry provided $8.7 
million for the research, which 
Beifa undertook with state- 
owned Taiyuan Iron & Steel 
Group Co., China’s largest 


Fortress Nation 

China's economy is the most 
closed to foreign investment 


among major economies. 

Ease of investment 

◄ Open Closed ► 

Germany 

1 0.02 

Japan 

§0.05 

South Africa 

§0.06 

U.S. 

0.09 

Brazil 

1 0.10 

Australia 

^■0.14 

Canada 

0.17 

Russia 

0.18 

India 

0.24 

China 

^^^^■0.39 

OECD average J 0.07 


Note: Data as of 2014; 0 is the most open and 
1 is the most closed. 

Source: OECD 

THE WALL STREET JOURNAL. 

stainless-steel mill. By Septem- 
ber, the mill produced its first 
fully domestic ballpoint pen. 

The project became a focus 
of national pride. Premier Li 
Keqiang played it up during a 
visit to the Taiyuan mill early 
last year. Officials distributed 
it to foreign leaders at the 
China-hosted Group of 20 
summit in September. 

While President Xi defends 
globalization abroad, his nation- 
alist policies favor state-run 
companies back home. Many for- 
eign companies and govern- 
ments say China unfairly re- 
stricts access to its markets 
while flooding markets with low- 
price exports such as steel, help- 
ing to stoke a populist backlash 
abroad against globalization. 

But when it comes to ball- 
points, officials from Japanese 
and European pen-manufactur- 
ing associations separately said 
there has never been trade fric- 
tion that may have led China to 
fear a blocked supply of nibs. 

“Any threat or restriction in 
supply is not conceivable,” 
said Manfred Meller, secretary 
of the European Writing In- 
strument Manufacturer’s As- 
sociation. “Japan and Europe 
produce and supply ballpoint 
nibs to everybody.” 

Analysts say the century-old 
technology is neither costly nor 
esoteric. Official data show 
China spends $17.5 million a year 
to import the nibs at an average 
cost of less than a cent each. 

Chinese officials say domes- 
tic output reduced the cost of 
nibs by a third, to $13,000 a 
ton. But the savings may prove 
short-lived. After it won gov- 
ernment approval of its ball- 
point, Beifa said its Japanese 
supplier offered it price cuts to 
match China’s production cost. 

Taiyuan, which didn’t re- 
spond to calls to comment, this 
month issued an industry stan- 
dard for the Chinese nibs. Ob- 
servers say that is a precursor 
to a state-backed monopoly. 

Beifa has placed an initial or- 
der with Taiyuan, and hopes to 
end imports within two years. 



German inflation hit its highest level since mid-2013. Above, shoppers stroll through central Berlin. 


Oil Powers Germany’s Inflation 


Latin American Governments Cool to Fuel Subsidies 


By Paul Kiernan 
And Anthony Harrup 


The fuel subsidies Latin 
American governments have 
used for decades to spread the 
bounty of natural resources 
are shrinking as the region’s 
largest economies shift toward 
market-driven policies, deep- 
ening public ire in difficult 
economic times. 

Mexico jacked up fuel 
prices by as much as 20% on 
Jan. 1 as part of an ambitious 
effort begun in 2013 to liberal- 
ize its oil industry. Brazil’s 
state-run oil company Petroleo 
Brasileiro SA has adjusted gas- 
oline and diesel prices five 
times since October as it seeks 
to shore up investor confi- 
dence and pay down debt in 
the wake of a massive corrup- 
tion scandal. Argentines have 
seen higher pump prices for 
compressed natural gas as the 
government rolled back subsi- 
dies for that fuel. 

The changes come as Mex- 
ico seeks to draw private in- 
vestment to its struggling oil 
industry and after conserva- 
tives recently rose to power in 
Brazil and Argentina. But they 
have spurred social unrest in 
parts of a region where a long 
history of resource national- 
ism has made energy policy 
politically sensitive. 

Mexican President Enrique 
Pena Nieto’s approval rating 
has sunk to 12%, the lowest 
level for a president in recent 


decades, according to a poll 
published this month by the 
Reforma newspaper, after the 
so-called gasolinazo, or “gaso- 
line blow,” sparked protests 
and looting. 

The protests, which in- 
cluded blockades of highways, 
fuel depots and service sta- 
tions, led to hundreds of ar- 
rests and were blamed for sev- 
eral deaths. Mexican retailers 
association Antad said looters 
made off with goods valued at 
about $90 million from 681 
member stores. 

Mexico, the world’s fourth- 
largest per capita consumer of 
gasoline, cited rising commod- 
ity prices and the recent de- 


preciation of the peso for its 
decision to raise gasoline 
prices this month. Finance 
Minister Jose Antonio Meade 
said Mexico spends more on 
gasoline than it brings in from 
crude-oil sales, adding it 
would cost the government 
$10 billion this year to hold 
prices at 2016 levels. 

Petrobras burned as much 
as $28 billion from 2011 to 
2014 subsidizing fuel prices to 
help Brazil meet its inflation 
target. Partly as a result of 
that largess, it is saddled with 
the global oil industry’s larg- 
est pile of debt, $123 billion, 
and is racing to sell assets and 
slash investments. 


Brazilians are resisting ef- 
forts to recoup losses through 
higher prices. “Gasoline 
should be half the price it is,” 
said Jose Marcos Marques, a 
38-year-old taxi driver in Rio 
de Janeiro. “They’re forcing us 
consumers to pay for what 
happened [at Petrobras].” 

The company’s new policy 
is to seek parity with global 
fuel prices, plus a margin to 
cover currency fluctuations 
and other risks. Whereas it 
previously updated prices 
sporadically— often going a 
year or more without 
changes— the new policy calls 
for adjustments at least once 
every 30 days. 


Not all countries in the re- 
gion are following suit. Oil- 
rich Venezuela has raised gas- 
oline prices just once in the 
past two decades. Despite the 
more than 6,000% increase in 
February, it still has the 
world’s cheapest gasoline, 
charging around 1 U.S. cent a 
liter. Maintaining that sub- 
sidy-seen as a matter of po- 
litical survival for President 
Nicolas Maduro’s embattled 
regime— has been among the 
policies forcing the central 
bank to print money and driv- 
ing the government to the 
brink of default. 

—Taos Turner 
contributed to this article. 


Paying at the Pump 

Gasoline prices have been 
climbing in Latin America as 
countries phase out fuel 
subsidies. Cumulative change: 

50% 
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Wanted Ex-Tycoon 
Arrested in Brazil 


SAO PAULO— Business- 
man Eike Batista was jailed 
in Rio de Janeiro after turn- 
ing himself in to police over 
corruption allegations, mark- 
ing a rapid fall from grace of 
the man who was once Bra- 
zil's richest. 

Federal police arrested Mr. 
Batista as he stepped off an 
American Airlines flight from 
New York, where he had been 
since authorities issued an ar- 
rest warrant Thursday and 
turned to Interpol for help 
finding him. 

The entrepreneur, once a 
poster boy of Brazilian capi- 
talism known for flashy an- 
tics, was taken to Rio's grim 
Bangu jail while authorities 
investigate his alleged links 
to Brazil's vast corruption 
scandal. 

Police accuse the 60-year- 
old former billionaire of paying 
$16.5 million in bribes to the 
former governor of Rio de Ja- 
neiro state, Sergio Cabral, as 
part of their investigation into 
bid-rigging at state-controlled 
oil company Petroleo Brasile- 
iro. Mr. Batista declined to 
comment on the allegations 
and praised the work of Bra- 
zil's anticorruption authorities. 

—Luciana Magalhaes 


PETROBRAS 



U.S. 


^ Note: Based on prices in local currencies 
Sources: Pemex (Mexico); National 
m Petroleum Agency (Brazil); Energy 

Petrobras has spent billions subsidizing fuel prices to help Brazil meet its inflation target, leaving it 3 information Administration (u.s.) 
with a huge debt. Its new policy is to seek parity with global prices, plus a margin to cover risks. the wall street journal. 
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New TVurnp Order to Slash Regulations 



President Donald Trump, surrounded by small-business leaders, signing an executive order at the White House on Monday. 


Officials call move 
biggest shift since 
Reagan; environment 
groups are critical 


By Damian Paletta 



WASHINGTON-President 
Donald Trump on Monday 
signed an executive order 
aimed at trimming federal reg- 
ulations and slowing the ap- 
proval of new ones, delivering 
on a campaign promise that 
White House officials believe 
will spur economic growth. 

The executive order will re- 
quire two regulations to be 
eliminated for every new one 
created, administration offi- 
cials said. They said it would 
be the biggest regulatory 
change since the Ronald Rea- 
gan administration. 

The order caps costs of new 
regulations for the remainder 
of the fiscal year and creates a 
budget process for new regula- 
tions in the next fiscal year, 
which begins in October. This 
budget, separate from the con- 
gressional appropriation pro- 
cess, will be set by the White 
House. 

“We don’t need 97 different 
rules to take care of one ele- 
ment,” Mr. Trump told a group 
of small-business owners on 
Monday. 

At the beginning of that 
meeting, Mr. Trump delivered 
extensive remarks about his 
view on how to boost the 
economy by cutting taxes and 
cutting more than 75% of ex- 
isting federal regulations. 

Environmental experts criti- 
cized Monday’s order, saying 
that the Environmental Protec- 
tion Agency’s role in protect- 
ing public health and the envi- 
ronment necessitates 

regulations more than other 


government agencies, and that 
Mr. Trump’s executive order 
ignores benefits to environ- 
mental rules. 

“While there is a heavy em- 
phasis on ensuring that costs 
of new rules are balanced with 
costs of offsetting rules, there 
appears to be no assurance 
that environmental benefits of 


repealing two rules are ade- 
quately protected,” said Bill 
Becker, executive director of 
the National Association of 
Clean Air Agencies, a coalition 
of environmental regulatory 
officials in some 40 states and 
more than 100 cities. 

The Trump administration 
is promoting the new order as 


the most significant presiden- 
tial regulatory action since the 
creation of the Office of Infor- 
mation and Regulatory Af- 
fairs— the office that reviews 
new regulations— more than 
35 years ago. 

One result of the order will 
be an annual cap, imposed by 
the White House, on the net 


economic impact of new regu- 
lations. That cap is set at zero 
for the remainder of the cur- 
rent budget year. There is an 
exemption for regulations re- 
lated to military and national 
security, the White House offi- 
cial said. 

The order increases the re- 
sponsibilities of Office of Man- 


agement and Budget director 
to guide agencies through the 
implementation process, a 
White House official said. It 
also builds upon the current 
regulation process, allowing 
agencies to score the costs of 
deregulation and giving the 
White House approval over 
proposed deregulation. 

“We spend a lot of time and 
effort being careful with tax- 
payer dollars, and we do virtu- 
ally nothing to look at dollars 
that are spent for federal man- 
dates on the private sector,” 
one White House official said. 
“This is meant to try to bring 
those two things more in line.” 

Mr. Trump outlined a num- 
ber of areas he planned to tar- 
get for changes to economic 
and regulatory policy. He men- 
tioned, specifically, changes to 
the Dodd-Frank financial over- 
haul law that was enacted in 
response to the financial crisis 
of 2008. He didn’t say what 
changes he would make to that 
law. 

“We’re going to be doing a 
big number on Dodd-Frank,” 
Mr. Trump said. 

The comments by Mr. 
Trump were the first he made 
^ publicly since the travel ban he 
£ signed Friday evening shook 
« Washington and the rest of the 
| country, leading to protests at 
£ airports and the detention and 
| questioning of many people 
g trying to enter the U.S. Mr. 
g Trump was unapologetic about 
1 the impact during his remarks 
Monday morning. 

“Someday, we had to make 
the move, and we decided to 
make the move,” he said. 

Mr. Trump also made com- 
ments about the use and need 
for eminent domain. He said, 
for example, that companies 
that want to lay pipeline 
across the U.S. would need to 
use “eminent domain” in order 
to set the pipe. 


President Set to Announce Crucial High -Court Pick 


WASHINGTON-President 
Donald Trump plans to an- 
nounce his pick for a U.S. Su- 
preme Court justice on Tues- 
day night, a crucial early 
moment for Ms administration 
that could affect the makeup 
of the high court for decades. 


By Brent Kendall, 
Damian Paletta 
and JessBravin 


Mr. Trump’s final choice is 
either Judge Neil Gorsuch of 
the 10th U.S. Circuit Court of 
Appeals in Denver or Thomas 
Hardiman of the Third Circuit 
in Philadelphia, a person fa- 
miliar with the selection pro- 
cess said Monday. The presi- 
dent last week had narrowed 
the list to a handful of federal 
appellate judges admired in 
conservative circles, four of 
whom he interviewed person- 
ally, people familiar with the 
process said. 

Mr. Trump revealed the 
timing on Twitter, speeding up 
the announcement by two 
days from a timeline he had 
laid out last week. Speaking to 
small-business owners in the 
White House on Monday, the 
president suggested he has al- 
ready made his choice, saying 
it is “a person who is unbe- 
lievably highly respected.. ..I 
think you will be very im- 
pressed with this person.” 

Both Judges Gorsuch and 
Hardiman were nominated to 
the appeals courts by Presi- 
dent George W. Bush and re- 
ceived easy Senate approval, 
though the road to confirma- 
tion for the Supreme Court is 
likely to be much rougher. 

Some Democrats have 
vowed to be skeptical of any 
nominee since Senate GOP 
leaders declined to hold hear- 
ings or vote on Judge Merrick 




Garland, former President Ba- 
rack Obama’s nominee last 
year to succeed Justice An- 
tonin Scalia, who died unex- 
pectedly. Democrats said that 
move, which kept the high 
court at eight members for 
much of Mr. Obama’s final 
year in office, denied Mr. 
Obama his rightful authority 
as president. 

The short-handed court has 
found common ground on 
some notable cases and has 


Donald Trump’s pick to fill the 
Supreme Court vacancy will be 
Neil Gorsuch, left, or Thomas 
Hardiman, a person familiar 
with the selection process said. 

paign, Mr. Trump published a 
list of 21 candidates recom- 
mended by conservative activ- 
ists from which he said he 
would select his nominee. That 
pledge helped Mr. Trump 
shore up support among con- 
servative activists. 

Both Judge Gorsuch, 49 
years old, and Judge Hardi- 
man, 51, are relatively young, 
meaning they would have the 
potential to serve on the high 
court for two decades or more. 
What mainly differentiates 
them is style and background, 
rather than ideology. 

Judge Gorsuch, with de- 
grees from Columbia, Harvard 
and Oxford, a Marshall Schol- 
arship and a Supreme Court 
clerkship on his resume, 
brings the glittering creden- 
tials that typically adorn a Su- 
preme Court nominee. He also 


tended to favor narrow rul- 
ings, but it has deadlocked on 
some high-profile matters, in- 
cluding in June on Mr. 
Obama’s plan to defer deporta- 
tions and provide work autho- 
rization for millions of illegal 
immigrants. The tie effectively 
killed the White House effort. 

Mr. Trump’s nominee, if 
confirmed, would reconstitute 
a longstanding, if slim, conser- 
vative majority on the court. 
Last year during the cam- 



would be the first appointee to 
serve with a justice for whom 
he once clerked, Anthony Ken- 
nedy. 

As a young man, Judge Gor- 
such saw high-level politics up 
close; his mother, Anne Gor- 
such Burford, was Environ- 
mental Protection Agency ad- 
ministrator in Ronald 
Reagan’s administration, and 
environmentalists criticized 
her for downsizing the agency 
and slashing its budget. 

The Senate confirmed 
Judge Gorsuch to the 10th Cir- 
cuit in 2006 in a simple voice 
vote. His nomination hearing 
before the Senate Judiciary 
Committee lasted less than an 
hour. The judge previously 
worked in the Bush Justice De- 
partment and spent a decade 
in private practice in Washing- 
ton, working on a wide range 
of cases. 

Judge Hardiman’s back- 
ground, in contrast, brings a 
touch of the everyman, and he 
would be the only current jus- 
tice lacking an Ivy League de- 
gree. Judge Hardiman was the 
first in his family to go to col- 
lege, at Notre Dame, and 
helped pay for his legal train- 
ing at Georgetown by driving a 
cab. He practiced law in Pitts- 
burgh, where he immersed 
himself in Republican politics 
and came to the attention of 
party leaders, including then- 
Sen. Rick Santorum. Mr. Bush 
appointed him to the federal 
district court in 2003 and, 
with Mr. Santorum’s backing, 
elevated him to the Third Cir- 
cuit four years later. The Sen- 
ate confirmed him unani- 
mously. 

Both judges have been in- 
volved in high-profile rulings 
that are likely to be the sub- 
ject of considerable debate as 
Mr. Trump’s Supreme Court 


nomination moves forward. 

Judge Gorsuch, for example, 
favored the right of religious 
business owners and nonprof- 
its to claim exemptions from 
an Obama administration re- 
quirement that employers pro- 
vide contraception coverage to 
their workers. He also has 
questioned precedent that re- 
quires courts to give deference 
to regulations adopted by fed- 
eral agencies. 

In a lecture last year, Judge 
Gorsuch spoke in glowing 
terms of Justice Scalia’s career 
and his originalist approach to 
the Constitution, which refers 
to interpreting the text based 
on what a reader believes it 
meant at the time it was ad- 
opted. 

“Mark me down, too, as a 
believer that the traditional 
account of the judicial role 
Justice Scalia defended will 
endure,” Judge Gorsuch said 
at Case Western Reserve Uni- 
versity School of Law. 

Judge Hardiman has taken 
an expansive view of gun 
rights, dissenting in 2013 from 
a decision that upheld New 
Jersey’s requirement that ap- 
plicants show “justifiable 
need” for a permit to carry 
firearms in public. The judge 
also ruled that jails can strip- 
search every person police 
bring them, a decision the Su- 
preme Court affirmed in 2012. 

Republicans hold a narrow 
advantage in the Senate, but if 
Democrats mobilize, they 
could try to block any Su- 
preme Court nomination by 
preventing Republicans from 
having the 60 votes needed to 
force a final vote on any nomi- 
nee. Any such move could, in 
turn, prompt the GOP to 
change Senate rules to pro- 
hibit filibusters of Supreme 
Court nominees. 


BAN 

Continued from pageAl 
pie were detained and held for 
questioning throughout that 
period, lawyers said. 

The controversy and pro- 
tests tied to the travel rules 
prompted former President 
Barack Obama to weigh in on 
Trump policies for the first 
time since leaving office. 

Mr. Obama “is heartened” 
by protests of Mr. Trump’s 
policies and opposes the new 
administration’s effort to im- 
pose religious tests for entry 


to the country, said Obama 
spokesman Kevin Lewis. 

“Citizens exercising their 
Constitutional right to assem- 
ble, organize and have their 
voices heard by their elected 
officials is exactly what we ex- 
pect to see when American 
values are at stake,” Mr. Lewis 
said. “With regard to compari- 
sons to President Obama’s for- 
eign policy decisions, as we’ve 
heard before, the president 
fundamentally disagrees with 
the notion of discriminating 
against individuals because of 
their faith or religion.” 

The White House disputes 
the notion that the countries 


in the travel ban, or preferen- 
tial treatment for Christian 
minorities, represent a reli- 
gious test. 

In his daily briefing, White 
House spokesman Sean Spicer 
rebuffed criticism of the travel 
ban and said most people 
agreed with Mr. Trump’s move. 
“They recognize that the steps 
that he’s taken were to keep 
this country safe,” he said, 
“and to make sure that we 
didn’t look back and say ‘I wish 
we had done the following.’ ” 

On Sunday, Mr. Schumer 
vowed to “claw, scrap and fight 
with every fiber of my being un- 
til these orders are overturned.” 


“The tweet on its face is 
laughable,” said Matt House, a 
spokesman for Mr. Schumer, re- 
ferring to Mr. Trump’s tweet. 

“The president’s policy, which 
will make us less safe, is not.” 

Delta, the U.S.’s No. 2 airline 
by traffic, said its essential in- 
formation-technology systems 
were restored after midnight 
Sunday following an outage of 
more than five hours. The com- 
pany said early Monday that 
its operations were recovering, 
but it scrubbed 110 flights 
Monday and warned that fur- 
ther cancellations are possible. 

Delta declined to comment 
on the president’s tweet. Senate Minority Leader Chuck Schumer of New York. 
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Trump Adds CIA Chief to NSC 


ECONOMY 

Consumer Inflation 
Climbed in December 



Trump strategist Steve Bannon, left, and CIA Director Mike Pompeo, right, were given roles on the 
NSC. Dan Coats, center, director of national intelligence, will attend top meetings only if invited. 


Move follows criticism 
of decision to add 
strategist Steve 
Bannon to group 

By Damian Paletta 


WASHINGTON-President 
Donald Trump will amend a 
recent executive action so he 
can add Central Intelligence 
Agency director Mike Pompeo 
into a role on the National Se- 
curity Council, White House 
spokesman Sean Spicer said 
Monday. 

Mr. Trump signed an execu- 
tive action Saturday that 
changed the structure of the 
NSC, among other things giv- 
ing his chief strategist, Steve 
Bannon, a role in the group. 

Some of these changes led 
to criticism from former na- 
tional-security officials. Mr. 
Spicer said one former na- 
tional-security adviser com- 
plained in a Twitter post that 
Mr. Bannon was given a for- 
mal role but the CIA wasn’t. 

Mr. Spicer didn’t say which 
Twitter post he was referring 
to, but Obama administration 
national-security adviser Su- 
san Rice posted a Twitter 
message with that exact ques- 
tion on Sunday. 


After mentioning the post, 
Mr. Spicer said Mr. Trump 
would make the change. Mr. 
Spicer said, though, that the 
Obama administration never 
put the CIA director in his 
NSC in a formal role. 

The NSC is a principal advi- 
sory group to the president on 
national security and foreign 
affairs, and is typically 
charged with coordinating ac- 
tivity in other departments 
represented on the council. 

In other changes an- 
nounced Saturday, the chair- 


man of the Joint Chiefs of 
Staff, Marine Gen. Joseph 
Dunford, and the director of 
national intelligence, Dan 
Coats, will now be able to at- 
tend the council’s top-level 
meetings, typically headed by 
the president, only if they are 
specifically invited. 

On Monday, Mr. Spicer 
challenged media reporting on 
the moves, and said it was 
“utter nonsense” those roles 
were being downgraded. 

“They are at every NSC 
meeting, and are welcome to 


attend the principals meet- 
ings,” he said. 

Mike Flynn, Mr. Trump’s 
national-security adviser, will 
lead the council. Mr. Flynn 
feuded with the then-head of 
the Office of the Director of 
National Intelligence while 
leading the Defense Intelli- 
gence Agency before being re- 
moved from the post in 2014. 
He also has had disagreements 
with some of Mr. Trump’s cab- 
inet picks and raised concerns 
within various agencies that 
he would consolidate power 


and decision making in the 
council. 

Mr. Trump criticized U.S. 
intelligence agencies on the 
campaign trail and during his 
transition to the White House. 

Some observers said over 
the weekend that it was un- 
usual to invite Mr. Bannon, a 
former media and financial ex- 
ecutive who is an architect of 
Mr. Trump’s campaign strat- 
2 egy, to all council meetings, 
j John Bellinger, a former le- 
| gal adviser to the George W. 
' Bush White House, said Mr. 
Bush tried to avoid inserting 
domestic politics into na- 
£ tional-security decision mak- 
° ing. “Karl Rove would not at- 
tend NSC meetings,” Mr. 
Bellinger wrote, referring to 
the president’s chief political 
strategist. 

Sen. John McCain said Sun- 
day on CBS that the appoint- 
ment of Mr. Bannon to the 
council marked “a radical de- 
parture” from precedent. 

Appearing on ABC, White 
House press secretary Sean 
Spicer said Mr. Bannon, a for- 
mer Navy officer, has “a tre- 
mendous understanding of the 
world and the geopolitical 
landscape.” 

—Carol E. Lee 
arid Peter Nicholas 

contributed to this article. 


Range of Challenging Tasks Await Tiller son 



Rex Tillerson, nominated for secretary of state, during a break in his confirmation hearing this month before a Senate panel. 


By Jay Solomon 
And Felicia Schwartz 


WASHINGTON-Rex Tiller- 
son is expected to take the helm 
of the State Department this 
week with the U.S. facing a host 
of national-security issues and 
questions about President Don- 
ald Trump’s ability to unify his 
diplomatic and military corps 
behind his foreign policies. 

The immediate challenges 
Mr. Tillerson will confront 
when he enters office, said cur- 
rent and former U.S. officials 
working on foreign policy, in- 
clude addressing the rift with 
Mexico over Mr. Trump’s plans 
to build a border wall, imple- 
menting and dealing with a 
temporary immigration ban on 
seven Muslim-majority coun- 
tries and possibly implement- 
ing Mr. Trump’s suggestion to 
relocate the U.S Embassy in Is- 
rael to Jerusalem from Tel Aviv. 

In the longer term, Mr. Til- ^ 
lerson, the 64-year-old former g 
Exxon Mobil chief executive, 1 
will be asked to make good on t 
Mr. Trump’s pledge to recast j§ 
U.S. relations with Russia and E 
China, to intensify the war 5 
against the Islamic State terror- 
ist organization and potentially 
to scrap the landmark nuclear 
agreement the Obama adminis- 
tration forged with Iran in 2015. 

Complicating the job, Mr. Til- 
lerson’s mission will be 
launched in a State Department 
that has seen many of its top 
administrators and diplomats 
leave government service in re- 
cent days, with many being 
pushed out by the Trump ad- 
ministration. 

A number of U.S diplomats 


have voiced opposition to the 
Trump administration’s poli- 
cies, particularly the 90-day 
ban on entry for nationals from 
Iran, Iraq, Libya, Somalia, Su- 
dan, Syria and Yemen. 

“What the president has 
done in barely a week, when you 
think about it, is rather remark- 
able. It goes so far beyond the 
unilateralism and the tough 
rhetoric of the [George W. Bush] 


administration,” said Aaron Da- 
vid Miller, who worked for both 
Republican and Democratic ad- 
ministrations at the State De- 
partment and is now a scholar 
at the Wilson Center in Wash- 
ington. 

Trump administration offi- 
cials didn’t respond to ques- 
tions about how Mr. Tillerson 
would handle the job of secre- 
tary of state. Some former U.S. 


officials said they couldn’t re- 
member a secretary of state en- 
tering a State Department in 
this much tumult since George 
Shultz took the post in the af- 
termath of a presidential-assas- 
sination attempt in the early 
1980s. 

Mr. Tillerson, during his 
nomination process, offered 
few specifics of how he would 
operate as America’s top diplo- 


mat. His predecessor, John 
Kerry, served as a global fire- 
fighter, shuttling across the 
Middle East and Europe to try 
to end conflicts or forge peace 
agreements, with mixed results. 

Mr. Tillerson has said he 
spent as much as 60% of his 
time on travel at Exxon. But the 
Trump administration has 
voiced an aversion to major 
diplomatic undertakings. 


The Federal Reserve's pre- 
ferred measure of inflation rose 
last month to the strongest 
reading in more than two years, 
providing fresh evidence of firm- 
ing prices a day before policy 
makers meet to discuss the path 
of interest rates this year. 

The personal-consumption ex- 
penditures price index advanced 
0.2% in December from the prior 
month, the Commerce Depart- 
ment said Monday. The measure 
of consumer inflation rose 1.6% 
from a year earlier, a 12-month 
increase last seen in September 
2014. The reading was last 
higher in July of that year. 

The report also showed con- 
sumer spending increased solidly 
last month due to strong year-end 
car sales and better utility spend- 
ing due to a return of seasonably 
cool temperatures. Meanwhile, in- 
comes grew more modestly than 
spending, cutting the share of 
earnings Americans saved. 

— Eric Morath 


FLORIDA 

Airport Shooter 
Enters Not Guilty Plea 

Esteban Santiago, the ac- 
cused gunman in the airport 
shooting at Fort Lauderdale-Hol- 
lywood International Airport this 
month, pleaded not guilty to the 
charges against him at an ar- 
raignment in federal court Mon- 
day. 

As U.S. Magistrate Judge 
Barry Seltzer read through the 
entire 22-count indictment, Mr. 
Santiago, 26 years old, stood qui- 
etly before him. Fie responded 
"Yes” each time the judge asked 
if he understood the counts he 
faced, which carry maximum 
penalties of life in prison or 
death. 

Last week, a federal grand 
jury returned the indictment 
against Mr. Santiago for the Jan. 
6 shooting that left five people 
dead and six others wounded. 

—Arian Campo-Flores 

RESEARCH 

'Trump Country' Might 
Suffer in a Trade War 

Should the U.S. get embroiled 
in a trade war, communities that 
voted for Donald Trump are 
likely to take a bigger hit than 
those that voted for Hillary Clin- 
ton, according to a study by the 
Brookings Institution. 

Brookings measured what it 
called the export intensity of ur- 
ban areas around the country- 
meaning local goods and service 
exports as a percentage of local 
GDP in 2015— to get a picture of 
those places most dependent on 
access to the global economy. 

The most export-intensive places 
tended to be smaller cities in the 
Midwest and Southeast— solid 
Trump country— rather than the 
big metropolitan areas that went 
heavily for Mrs. Clinton. 

"Trump communities are rela- 
tively more reliant on trade," said 
Mark Muro, head of Brookings's 
metropolitan policy program. "They 
are smaller communities with less 
flexibility" to adapt to a cutoff in 
trade. "Disruption could be especially 
troubling for those places,” he said. 

—Bob Davis 


State Department Officials 
Protest Immigration Ban 


Houston Primps for Super Bowl 



Discovery Green park was created on the site of parking lots. 


WASHINGTON-More than 
100 State Department officials 
have signed a draft formal pro- 
test of President Donald 
Trump’s immigration and refu- 
gee order that calls his policy 
counterproductive to U.S. anti- 
terrorism efforts and poten- 
tially harmful to U.S. interests, 
department officials said. 


By Felicia Schwartz, 
Jay Solomon 
and Maria Abi-Habib 


The dissent marks an early 
challenge to one of Mr. 
Trump’s signature policies and 
represents a message of cau- 
tion from one of the key parts 
of the federal bureaucracy that 
will be tasked with carrying 
out the new president’s vision. 

The State Department offi- 
cials are expected to submit a 
final version of the cable, 
which is a formal, confidential 
form of diplomatic communi- 
cation. The cable is part of a 
“dissent channel” the depart- 
ment maintains. 

Mr. Trump on Friday signed 
an executive order halting the 
nation’s refugee program for 


four months and banning all 
visitors from seven predomi- 
nantly Muslim Middle Eastern 
and African countries for at 
least 90 days. 

“This ban, which can only 
be lifted under conditions 
which will be difficult or im- 
possible for countries to meet, 
will not achieve its stated aim 
of [protecting] the American 
people from terrorist attacks 
by foreign nationals admitted 
to the United States,” said a 
copy of the draft cable re- 
viewed by The Wall Street 
Journal. 

One State Department offi- 
cial said the dissent isn’t lim- 
ited a single small group or di- 
vision of the global agency, but 
is “widespread.” 

“There is overwhelming dis- 
gust and shock at this execu- 
tive order,” the State Depart- 
ment official said. “The 
general sense among career 
folks at State is that this is an 
affront to the values and inter- 
ests we uphold every day on 
the world stage.” 

White House press secre- 
tary Sean Spicer said Monday 
he was aware of the dissent 
cable and added that career of- 


ficials should be aware of Mr. 
Trump’s goal with the new 
policy. “I think they should get 
with the program or they can 
go,” he said. 

The dissent cable was 
drafted by officials in the de- 
partment’s Consular Affairs 
Bureau and quickly circulated 
throughout the State Depart- 
ment. 

A second State Department 
official said the cable has 
drawn support ranging from 
mid- to high-level officials in 
Washington, D.C., to diplo- 
matic missions abroad. 


The document says 
Trump’s move won’t 
protect Americans 
from terrorism. 

The cable warns that Mr. 
Trump’s executive order will 
“immediately sour relations” 
with the countries affected as 
well as the broader Muslim 
world and will boost anti- 
American sentiment. 


By Erin Ailworth 

And Christopher M. Matthews 


HOUSTON— This Texas city 
of about 2.3 million people is 
primping for its role as host of 
the Super Bowl on Feb. 5, fully 
aware that despite a cele- 
brated urban revival, it is still 
not much to look at. 

A private group helped 
raise $6.2 million to spruce up 
a major road lined with a drab 
procession of apartments and 
strip malls. They aim for 
Houston to make a good first 
impression on the expected 
140,000 visitors. 

Many of the changes are 
aimed at combating the nega- 
tive impression left over from 
2004, when Houston last 
hosted the National Football 
League’s championship. News 
organizations such as the 
Washington Post referenced 
the city’s “super-ugly” reputa- 
tion. 

Leaders say millions of dol- 
lars have been spent on im- 
provements that have turned 
the city— the largest without a 
formal zoning code— into one 
many have fallen in love with. 

Without question, Houston 
has changed in the past de- 
cade. Gleaming, new residen- 
tial high-rises fill its skyline. 
Swanky bars keep things hum- 


ming after dark. Green spaces 
with walking and biking trails 
have been developed around 
waterways that were once lit- 
tle more than storm-water 
ditches. What used to be a 
pair of parking lots near the 
convention center is now a 12- 
acre urban park known as Dis- 
covery Green. 

Anne Culver, president of 
Scenic Houston, the group that 
led Broadway’s remaking, said 
the changes should show visi- 
tors that Houston “is not the 
blight that one fears” but 
rather a thriving, modern city. 

The problem is, once driv- 


ers take the turn from Broad- 
way onto 1-45, they are on a 
freeway notorious among resi- 
dents for its garish billboards 
advertising adult stores, dis- 
count furniture emporiums 
and accident and injury law- 
yers. 

Jamey Rootes, president of 
the Houston Texans NFL team 
and a vice chairman of the 
Houston Super Bowl Host 
Committee, said the city has 
transformed itself, and he 
can’t wait to show it off. “It’s 
time to lift the curtain,” he 
said. “People won’t recognize 
Houston today.” 


DAVID J. PHILLIP/ASSOCIATED PRESS 
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Facebook CEO Mark Zuckerberg's 2016 'smog jog’ in Tiananmen Square. The company has unsuccessfully been trying to set the stage for a return to China. 


Continued from Page One 
who deal with Beijing regula- 
tors. And government censor- 
ship would be a prerequisite, 
under Chinese law, for Face- 
book to re-enter China. 

‘It’s important for Facebook 
to respect the laws and regula- 
tions of China,” said Guo 
Weimin, vice minister of the 
State Council Information Of- 
fice. “The Chinese government 
has always had an open ap- 
proach to social-media net- 
works. Cooperation with new 
media is welcome on our side.” 

Mr. Zuckerberg, who de- 
clined to be interviewed for 
tills article, has said he consid- 
ers China crucial to Facebook’s 
future. “Obviously you can’t 
have a mission of wanting to 
connect everyone in the world 
and leave out the biggest 
country,” he told analysts in 
2015. “Over the long term, that 
is a situation we will need to 
figure out a way forward on.” 

His drive has had fits and 
starts. He scored a high-profile 
board seat at one of China’s 
top universities to build in- 
roads with Chinese officials 
but didn’t attend the body’s 
meeting last year. 

“We have long said that we 
are interested in China, and 
are spending time understand- 
ing and learning more about 
the country,” Facebook spokes- 
woman Debbie Frost said. 
“However, we have not made 
any decision on our approach 
to China.” 

Prospects were brighter in 
2005, when Facebook regis- 
tered “www.facebook.cn.” It 
launched a Chinese-language 
version of its website in 2008 
and was a serious contender in 
China. A Facebook page pur- 
porting to be of then-premier 
Wen Jiabao had tens of thou- 
sands of “likes.” 

Locked out 

Things changed in 2009, 
when regulators blocked Face- 
book and Twitter in an infor- 
mation lockdown after riots in 
China’s Muslim Xinjiang region. 
State media said riot leaders 
used social media to stir unrest. 

China had previously 
blocked social-media sites 
temporarily during political 
unrest, and many assumed it 
would eventually back off this 
time. Instead, it continued 
blocking Facebook and Twit- 
ter. Some tech-sawy users 
found ways around the “Great 
Firewall,” but Facebook was 
effectively banned. 

Mr. Zuckerberg maintained 
his intense interest in China, 
studying Mandarin and host- 
ing Chinese officials at his 
Menlo Park, Calif., headquar- 
ters. He traveled to China to 
meet business leaders and 
government officials to main- 
tain communication. 

Facebook in a 2012 federal 
filing said it continued to “eval- 
uate entering China” but faced 
“substantial legal and regula- 
tory complexities.” It shifted fo- 
cus to wooing Chinese advertis- 
ers, with teams in Hong Kong 
and Singapore pitching the net- 
work as a way for Chinese busi- 
nesses to reach customers out- 
side the mainland. 

Over about the past two 
years, Facebook has stepped 


up its China groundwork, said 
current and former Facebook 
executives and employees. 
Since at least 2014, the task of 
coordinating the company’s 
China initiative has fallen to 
Vaughan Smith, vice president 
of mobile, corporate and busi- 
ness development, who helped 
negotiate dozens of Facebook’s 
earliest acquisitions, they said. 
In December, China’s elite 
Tsinghua University an- 
nounced Mr. Smith would co- 
teach a class on innovation. He 
declined to be interviewed. 

To deploy a Hong Kong- 
based field commander, Face- 
book in 2014 hired Wang-Li 
Moser, who spent more than a 
decade at Intel Corp. in China, 
where former colleagues said 
she made her name as a quiet 
fixer. She helped Intel navigate 
Chinese bureaucracy to build a 
$2.5 billion factory and bolster 
government relations. 

Born in 1954 in China’s 
Henan province and now a U.S. 
citizen, Ms. Moser was among 
the first wave of Chinese to go 
to college in China after the 
Cultural Revolution, according 
to her writings. She earned an 
M.B.A. from Rider University in 
New Jersey. She declined to be 
interviewed. 

“Her role,” said Facebook’s 
Ms. Chian, “is to help us un- 
derstand and learn more about 
China.” 

That includes building more 
face-to-face relations with 
government officials. In a 2011 
essay, she called arranging 
meetings with Chinese offi- 
cials a “long, trivial and press- 
ing” task. 

“She makes a point to un- 
derstand who she’s dealing 
with,” said Tan Wee Theng, 
former president of Intel 
China, who worked with her at 
Intel and now runs a business - 
advisory firm. 

Her hiring appeared to bear 
fruit in December 2014, when 
she accompanied Mr. Zucker- 
berg in a meeting with Lu Wei, 
then China’s top internet regu- 
lator, at Facebook headquar- 
ters. She accompanied the 
CEO in March 2016 Beijing 
meetings with Mr. Lu and the 


Social Outcast 

Facebook’s U.S. growth is 
slowing... 

Facebook's mobile ad revenue as 
a share of total ad revenue 

100% 3Q 2016 


84% 



Communist Party’s ideology 
chief Liu Yunshan. 

Last fall, she was at China’s 
World Internet Conference in 
Wuzhen, an invitation-only 
event hosted by the Cyber- 
space Administration of China, 
the regulator that determines, 
among other things, which 
websites are blocked. She 
steered Mr. Smith by the arm, 
striking up conversations with 
well-placed Chinese friends 
and acquaintances. 

Zuck's 'Smog jog' 

Mr. Zuckerberg has made 
himself visible in China, joining 
the board of Tsinghua Univer- 
sity’s School of Economics and 
Management in 2014, a high- 
profile group that includes 
Goldman Sachs Group Inc. CEO 
Lloyd Blankfein and Apple Inc. 
CEO Tim Cook. 

In 2015, he gave a 22-minute 
speech in Mandarin at the uni- 
versity. Last spring, he posted a 
photo of himself jogging 
through Tiananmen Square on 
a smoggy day without the pol- 
lution mask many wear around 
the city, causing a stir online. 

During Chinese President Xi 
Jinping’s 2015 Seattle trip, Mr. 
Zuckerberg was among Ameri- 
can business leaders to meet 
the visiting head of state. 

Facebook has rapidly ex- 


... making China attractive for 
future gains... 

China's mobile social network 
users 

500 million 
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panded its sales teams in Singa- 
pore and Hong Kong in antici- 
pation of more business in Asia, 
particularly in China, people fa- 
miliar with the teams said. 

Amin Zoufonoun, Facebook’s 
head of corporate development 
who has helped drive some of 
its largest acquisitions, is eye- 
ing potential deals including 
joint ventures that could help 
jump-start Facebook’s China 
growth should it be allowed to 
return, said people familiar 


Facebook executives 
worry that agreeing 
to censorship could 
create a backlash. 

with Facebook. Mr. Zoufonoun, 
who declined to be interviewed, 
joined Mr. Zuckerberg on his 
Tiananmen “smog jog.” 

Over the past year, Mr. Zuck- 
erberg has directed engineers 
at Facebook to start building 
and adapting products that can 
be used in China, according to 
people familiar with the effort. 
Facebook has been working on 
technology that could block 
some content in China, said 
people briefed on the effort. 
The New York Times previously 


...but Beijing blocks Facebook, 
and domestic players dominate. 

China's social network leaders, 
share of internet users, 2H 2016 



*Facebook-like social media arenas inside the 
broader messaging apps 
Note: Figures don't add up to 100% because a 
person can use multiple apps. 
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reported that Facebook is work- 
ing on a tool to allow a third 
party to block content. 

The circumstances Facebook 
faces are different from a de- 
cade ago when Ms. Moser 
made her reputation as an Intel 
fixer. Then, China’s tech sector 
was weak, and officials were 
eager for outsiders’ factories to 
employ thousands and advance 
China’s technology. Now China 
champions its own rising stars, 
and Facebook can’t promise 
the level of job creation offered 
by hardware makers such as 
Intel and Apple. 

It was Ms. Moser’s name on 
Facebook’s application to open 
the Beijing office, filed with the 
Beijing Municipal Administra- 
tion of Industry and Commerce. 
The agency didn’t respond to 
requests to comment. 

Facebook has already agreed 
to take down, in some coun- 
tries, content that is illegal 
there, including pro-Nazi mate- 
rial in Germany. Chinese law 
would demand more, and cen- 
sorship is a price that has led 
Western internet companies 
such as Alphabet Inc.’s Google 
to abandon the market. 

Facebook executives worry 
that agreeing to heavy censor- 
ship could create a backlash 
among the site’s 1.8 billion ac- 
tive users, said people familiar 
with the company. 


Another obstacle for Face- 
book may be the aftermath of 
Google’s departure. In 2010, 
Google said it would stop cen- 
soring its search engine after 
concluding China-based hackers 
were attacking human-rights 
activists’ Gmail accounts. It 
pulled its engine from the 
mainland, redirecting users to 
its Hong Kong site. Chinese of- 
ficials denied connection to at- 
tacks on Google. 

After Google’s departure and 
declarations about human 
rights, government officials 
publicly called Google “un- 
friendly” and “irresponsible.” 
Within Facebook, said people 
familiar with the company, the 
view is Chinese leaders remain 
wary that, were they to grant 
Facebook access, the company 
might leave after deciding it 
can’t tolerate censorship after 
all— that Facebook, said one, 
might “pull a Google.” 

While Facebook can’t be a 
social network in China just 
now, its top executives continue 
to urge Chinese companies to 
use it as an advertising plat- 
form. Facebook Chief Operating 
Officer Sheryl Sandberg met 
with a small group of advertis- 
ing clients at a swanky Beijing 
hotel last summer. Turnout ap- 
peared light, said one attendee. 
A person familiar with Face- 
book said the event was in- 
tended it to be small. Ms. Sand- 
berg declined to comment. 

A few months later, Face- 
book’s Amanda Chen appeared 
at a regional e-commerce con- 
vention in Guangzhou. Singa- 
pore-based Ms. Chen, who 
oversees small-business adver- 
tising in China, told attendees 
how Facebook could help Chi- 
nese businesses chu hai, or “go 
out to sea,” and increase inter- 
national sales by buying ads on 
Facebook. She declined to be 
interviewed. 

Participants swarmed Ms. 
Chen after her presentation. 
They asked her to connect with 
them on WeChat, China’s pre- 
ferred networking method. 
They couldn’t ask to friend her 
on Facebook in China. 

—Yang Jie in Beijing 
contributed to this article. 


Sources: Facebook; eMarketer (social network users); China Internet Network Information Center 
(social network leaders) 



Yello's concert in October in Berlin. Its song has been used in movies and ads ever since 'Bueller.' 


YEAH 

Continued from Page One 
2001’s “Not Another Teen 
Movie,” and as a woman 
checks out a racy magazine in 
2004’s “Soul Plane.” It was in 
the videogame “Gran Turismo 
4,” and the TV shows “Glee,” 
“South Park” and a recent ep- 
isode of “Saturday Night 
Live.” It’s been in eight epi- 
sodes of “The Simpsons.” 

That doesn’t include adver- 
tisements using the song to 
sell products including Twix 
bars and Hondas. 

The beginnings of “Oh 
Yeah,” released in a 1985 al- 
bum, weren’t promising. Boris 
Blank, Mr. Meier’s partner in 
the band Yello, crafted sounds 
and gave them to Mr. Meier to 
add lyrics. He eventually wrote 
the lines, though initially he 
wasn’t feeling it: “l said, ‘Boris, 
I think I have no inspiration.’ ” 
Yello’s record company didn’t 
want to release it as a single. 

That changed thanks to the 
Ferris Bueller effect. 

The song, in addition to 
“Oh” and “Yeah,” has just a 
handful of other lyrics inter- 
spersed with a thudding beat: 
“The moon, beautiful”; “the 
sun, even more beautiful”; and, 
of course, its signature “chicka 
chickaaa.” 


That simplicity may be the 
key to its lasting popularity. 
David Temperley, a professor 
of music theory at the Univer- 
sity of Rochester, noted that 
people often say music should 
be “not too complex and not 
too simple.” Regarding “Oh 
Yeah,” Mr. Temperley said, 
“That could be relevant here.” 

“These advertising and 
movie guys. ..to create a cer- 
tain mood, they need that 
song,” said Mr. Meier, a 71- 
year-old who favors ascots 
and wears his gray hair nearly 
to his shoulders. “They always 
come to us.” 

He said he doesn’t know ex- 
actly how much the song has 
earned. “Not double digit mil- 
lions,” he ventured, before 
adding, “several million,” and 
then considering further: “A 
lot of money.” 

As the simple tune began to 
make real money, Mr. Meier 
proved to be a sophisticated 
investor. Mr. Meier’s banker fa- 
ther offered advice. A growing 
middle class in Asia, he said, 
meant more Asian tourists 
would be coming to see the 
Matterhorn in southern Swit- 
zerland. So Mr. Meier bought a 
large stake in a railway com- 
pany, BVZ Holding AG, that 
now takes them there. 

Another piece of fatherly 
advice: “As long as Switzerland 
exists, we will always print our 


own money.” So Mr. Meier ob- 
tained a stake, which FactSet 
now values at about $37 mil- 
lion, in Orell Fiissli Holding AG, 
the company that prints Swiss 
francs. He is the firm’s second- 
largest shareholder, behind the 
Swiss National Bank. 

He invested in Swiss luxury 
watchmaker Ulysse Nardin, 
which was sold to the French 
firm Kering SA in 2014 for an 
undisclosed amount— before a 
decline in Swiss watch ex- 
ports. “It was very good tim- 


ing,” Mr. Meier said. 

He also has about 250,000 
acres of land in Argentina, he 
said, which he uses to grow 
grapes for wine and raise beef 
cattle. The products supply the 
six restaurants he owns with 
partners in Switzerland and 
Germany. His “Loco” Cabernet 
and Malbec blend sells in 
Swiss supermarkets for about 
$15 a bottle. 

Mr. Meier recently acquired 
the rights to a patented extrac- 
tion process for cacao beans, 


and he is planning a large 
chocolate factory. “All the big 
players” in the chocolate in- 
dustry are interested in collab- 
orating, he said. 

A Swiss magazine estimated 
his net worth at 175 million 
Swiss francs ($175 million), 
though Mr. Meier described 
that as just a rough guess. 

While “Oh Yeah” is instantly 
recognizable to millions of 
people, Mr. Meier isn’t. When 
he enters the U.S., he usually 
lists “musician” as his occupa- 


tion, often eliciting a question 
as to whether he has done any- 
thing the customs officer 
might know. 

Mr. Meier’s usual response, 
in gruff baritone: “Oh Yeah,” 
leading to a frequent wide- 
eyed reply: “You’re that guy!” 

Mr. Meier may soon put a 
face to his song in the U.S. 

In October, Yello played its 
first proper live gigs ever, in 
Berlin. Mr. Meier acknowl- 
edged to the crowd during the 
first of four shows that he 
was “semi-nervous.” But he 
gamely punctuated his lyrics 
with pelvic thrusts. “Oh Yeah” 
got a standing ovation, though 
a. many people seemed more ea- 
« ger to hear “The Race,” a song 
S used as the theme for a Ger- 
S man music television show in 
I the 1980s. 

The Berlin shows encour- 
aged Yello to plot more Euro- 
pean dates for later this year. 
Depending on how that goes, 
Mr. Meier said, the band 
might appear in the U.S. Any 
American dates, he said, 
would almost have to be 
dubbed “The Oh Yeah Tour.” 

The song was most recently 
used in a Christmas-themed 
advertisement for Baileys 
Irish Cream. 

“It goes on and on,” Mr. 
Meier said, shaking his head. 

—Anton Troianovski 
contributed to this article. 


FACEBOOK 
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When You Need to Face Facts 


Getting past information avoidance to deal with health issues, financial difficulties and other worries 
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I'VE BEEN HAVING PAIN in my 

right knee. It hurts to exercise or 
sit cross-legged. Sometimes the 
pain wakes me up at night. 

I know I should see a doctor. 

But I worry he’ll tell me to stop 
doing yoga, which I love. And what 
if he says I need surgery? 

So I try to ignore the pain. 

Why do we sometimes resist 
the facts, even when we know 
they’re important? 

We avoid looking at our bank 
accounts after paying the bills, re- 
sist stepping on a scale after the 
holidays, refuse to schedule pre- 
ventive health tests. Sometimes we 
even resist information that might 
make us happy, such as the out- 
come of a game or the ending of a 
TV show we missed but want to 
watch later. 

Researchers call this behavior in- 
formation avoid- 
ance or strategic ig- 
norance. We do it 
to avoid facts that 
make us feel bad, 
or obligate us to do 
something we don’t 
want to do, or chal- 
lenge how we see 
ourselves, others or 
the world. 

“We want to think of ourselves 
as healthy and smart, people who 
make good decisions, so we resist 
information that challenges these 
beliefs,” says James Shepperd, a 
professor of psychology at the Uni- 
versity of Florida. He has conducted 
dozens of studies on the topic. 

Dr. Shepperd says people avoid 
unwanted information because 
they might not have the financial 
or psychological resources to deal 
with that information. Someone 
who doesn’t have the money, who 
is depressed or stressed, or who 
doesn’t have a support network 
would be much more likely to re- 
sist getting tested for cancer, Dr. 
Shepperd says. 

People also avoid information if 
they don’t trust it, feel it won’t 
help them or think it might force 
them into action they don’t want 
to take. A person could know he 
gained weight but still avoid step- 
ping on a scale if he knew he 
wasn’t ready to diet or exercise. 

Dr. Shepperd and a colleague 
showed that when people feel they 
have some control over the out- 
come of information, they’re more 
likely to agree to hear it. The re- 
searchers looked at groups of un- 
dergraduate women and women 
aged 35 to 79 in a pair of 2012 
studies published in the Annals of 
Behavioral Medicine. All completed 
a health inventory. One-third then 
read an online brochure about con- 
trollable predictors for breast can- 
cer, such as smoking. One-third 
read a brochure about uncontrolla- 


ble factors, such as genetics. And 
one-third read no brochures. 

The women then were asked if 
they wanted to know their odds of 
getting breast cancer. Those who 
had just read the brochure about 
controllable predictors were more 
likely to want to find out this in- 
formation. “The question becomes: 
Can I avoid the bad outcome?” Dr. 
Shepperd says. 

How can we cut through our re- 
sistance? 

First, spend some time thinking 
about what you really value in life. 
Psychologists call this an affirma- 
tion invention. In research pub- 
lished online in January 2012 in 
Psychological Science, half of the 
40 participants were asked to take 
a survey that assessed their val- 
ues— which traits they felt were 
central to their sense of self and 
which they consid- 
ered most impor- 
tant. They were 
asked to write a 
short essay about a 
time when they 
demonstrated 
these traits. The 
other half wrote 
about something 
neutral. 

Then all participants completed 
an online risk calculator for a ficti- 
tious disease and were offered the 
choice of learning their risk factor. 
The people who had written about 
their values were much more likely 
to ask to see the feedback. 

You can do this at home. Write 
a few paragraphs about what’s im- 
portant to you and how you prac- 
tice that in your life. “This makes 
whatever threat is looming in 
front of you feel rather small and 
your resources to handle it seem 
larger,” Dr. Shepperd says. 

Remind yourself that you have 
some control over the situation. If 
you are avoiding health informa- 
tion, remember that you can decide 
what type of treatment to seek. 
Finding out that information early 
will give you even more options. 

Research shows that even think- 
ing about the control you have in 
other areas of life helps people 
stop avoiding unwanted informa- 
tion. It makes it seem less over- 
whelming, says Lauren Griffin, di- 
rector of external research for 
frank, an organization that aggre- 
gates academic research to drive 
social change, based at the Univer- 
sity of Florida’s College of Journal- 
ism and Communications. 

Then ask yourself why you are 
avoiding the information. Contem- 
plate why the information might 
be helpful— perhaps it is a medical 
test and acting on it early could 
save your life— or unhelpful. 

“That should be enough to do 
it,” Dr. Shepperd says. 


A person could 
know he gained 
weight but still avoid 
stepping on a scale. 


ILLUSTRATION BY DAN PAGE; BELOW: GETTY IMAGES/IST0CKPH0T0 

YOUR HEALTH | Sumathi Reddy 

NEW RESEARCH ON TREATING DEPRESSION 



A study found that following a modified Mediterranean diet helped some depressed patients. 


NEW RESEARCH ON TREATMENTS for 

depression presents an intriguing finding: a 
healthy diet may help depressed patients. 

It is part of the nascent field of nutri- 
tional psychiatry which uses changes in diet 
to help treat mood disorders. Researchers 
are always looking for new treatments for 
depression and other mental-health disor- 
ders because many people don’t respond to 
antidepressant medications and psychologi- 
cal therapies. 

The study, published Monday in the jour- 
nal BMC Medicine, found that a third of pa- 
tients assigned to a group that followed a 
modified Mediterranean diet met the crite- 
ria for remission in 12 weeks, compared 
with just 8% in a control group. Remission 
as assessed by a patient’s score on a diag- 
nostic questionnaire used by psychiatrists to 
determine the severity of depression. 

There is a large body of evidence, both 
observational studies and animal studies, 
that links diet to the risk of developing de- 
pression and the prevalence of depression, 
said Felice Jacka, a professor of psychiatric 
epidemiology and nutritional psychiatry at 
Deakin University in Australia and senior re- 
searcher on the study. Dr. Jacka is also pres- 
ident of the International Society for Nutri- 
tional Psychiatry Research. 

Psychiatrists cautioned that the study 
provides no evidence that diet changes 
could replace traditional treatments for de- 
pression; but it could be beneficial as an 
add-on treatment. 

It may also be an impractical prescrip- 
tion: cooking healthy meals requires motiva- 
tion and planning, a big demand for de- 
pressed patients. Depressed patients have 


difficulty putting plans into action so would 
likely require assistance, experts said. 

“They have this sense of fatigue and in- 
ability to get up and go, and any mental ef- 
fort they feel is overwhelming and exhaus- 
tive,” said Robert Shulman, associate 
chairman of psychiatry at Rush University 
Medical Center in Chicago. 

The study, the first randomized con- 
trolled one, consisted of 67 people diag- 


nosed and already being treated for a major 
depressive disorder. The mean age was 40 
and most were overweight. 

About half were in a dietary-intervention 
group. They received help planning a diet 
which included a lot of fruits, vegetables, 
beans, fish, whole grains, lean red meat, ol- 
ive oil and nuts, and cut back on sweets, 
processed foods, soft drinks and other un- 
healthy items. 


The other half were in a control group 
that received the social support one would 
normally get from a dietitian such as one- 
on-one interaction without making any di- 
etary changes. 

Further research is needed as the study 
had some limitations, said Dr. Shulman. It is 
unclear whether the medications that some 
participants were on or other factors may 
have affected how they reacted to dietary 
changes, he noted. 

Dietary changes may be especially helpful 
for people who are mildly depressed and 
don’t want to go on medication, said Joshua 
Weiner, a psychiatrist in McLean, Va. “If you 
have a motivated patient I’m all for this,” he 
said. “The problem is many kinds of pa- 
tients aren’t motivated.” 

Results may be better for people who 
have poor eating habits to begin with, he 
said. 

Sarah Keeble, a 44 -year-old stay-at-home 
mother in Melbourne, Australia, was among 
the study’s participants in the dietary inter- 
vention group. 

Ms. Keeble was diagnosed with major de- 
pressive disorder about 10 years ago and 
has been on and off medication ever since. 
The dietary intervention, she said, helped 
her cut out soft drinks, alcohol, chocolate 
and processed foods. And she began eating 
more fish, olive oil, legumes and seeds. 

“After a couple of weeks I just felt a lot 
calmer, a lot more centered, and more moti- 
vated to actually do something,” she said. 

Since she completed the 12-week study 
about 18 months ago she has tried to con- 
tinue the diet to a lesser degree but still has 
had to remain on her antidepressant. 
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REVIEW & OUTLOOK 


Trump’s Refugee Bonfire 


P resident Trump seems determined to con- 
duct a shock-and-awe campaign to fulfill 
Ms campaign promises as quickly as possi- 
ble, wMle dealing with the con- 
sequences later. This may work 
for a pipeline approval, but the 
bonfire over his executive order 
on refugees shows that govern- 
ment by deliberate disruption 
can blow up in damaging ways. 

Mr. Trump campaigned on a promise of “ex- 
treme vetting” for refugees from countries with 
a history of terrorism, and his focus on protect- 
ing Americans has popular support. But Ms refu- 
gee ban is so blunderbuss and broad, and so 
poorly explained and prepared for, that it has 
produced confusion and fear at airports, an im- 
mediate legal defeat, and political fury at home 
and abroad. Governing is more complicated than 
a campaign rally. 

Start with the rollout late Friday with barely 
an explanation for the public, or apparently even 
for border agents or customs officials. The order 
immediately suspended entry for nationals from 
seven countries for 90 days, except for excep- 
tions authorized by the secretaries of State or 
Homeland Security. It also banned refugee en- 
tries from Syria indefinitely. 

The airwaves were suddenly full of stories of 
scientists, business travelers and even approved 
visa holders detained at the airport and denied 
entry to the U.S. Tech companies immediately 
recalled employees for fear that they may not be 
able to return. 

Even some green-card holders— who have 
permanent legal residence in the U.S.— were 
swept up in the border confusion. The White 
House scrambled Sunday to say green-card hold- 
ers are exempt from the order, but that should 
have been made clear from the start. 

The White House legal review was also slip- 
shod. The President has wide discretion over ref- 
ugee policies, and the overall Trump order is no 
doubt legal. But surely someone in the executive 
branch knew that anyone who touches down on 
U.S. soil is entitled to some due process before 
summary removal. 

Opponents of the policy pounced to sue in 
several jurisdictions, and no fewer than four 
judges have rebuked the order in some way. One 
government lawyer who had to defend the WMte 
House position couldn’t explain why those de- 
tained were a security threat or why they 
weren’t at risk if they were sent back to their na- 
tive countries. 

The larger problem with the order is its 
breadth. Contrary to much bad media coverage. 


the order is not a “Muslim ban.” But by suspend- 
ing all entries from seven Muslim-majority na- 
tions, it lets the jihadists portray the order as ap- 
plying to all Muslims even 
though it does not. The smarter 
play would have been simply to 
order more diligent screening 
without a blanket ban. 

The order does say the gov- 
ernment should “prioritize ref- 
ugee claims made by individuals on the basis of 
religious-based persecution, provided that the 
religion of the individual is a minority religion” 
in that country. 

That could apply to Christians, whom the 
Obama AdmiMstration neglected in its refugee ad- 
missions despite their persecution in much of the 
Middle East. But it could also apply to minority 
Sunni Muslims in Iraq who have fought with the 
U.S. Yet that wasn’t explained, and in an interview 
with a Christian broadcast network Mr. Trump 
stressed a preference for Christian refugees. 

The order also fails to make explicit exceptions 
for Afghans, Iraqis and others who have fought 
side by side with Americans. These include trans- 
lators and others who helped save American lives 
and whose own lives may now be at risk for as- 
sisting GIs. The U.S. will fight wars in foreign 
lands in the future, and we will need local allies 
who will be watching how we treat Iraqis, Kurds 
and other battle comrades now. 

The U.S. is in a long war with jihadists that 
is as much ideological as military. The U.S. needs 
Muslim allies, while the jihadists want to portray 
America as the enemy of all Muslims. Overly 
broad orders send the wrong signal to millions 
of Muslims who aren’t jihadists but who might 
be vulnerable to recruitment if they conclude the 
U.S. is at war with Islam, rather than with Isla- 
mist radicals. 

The reaction to the refugee order is also a 
warning that controversial policy changes can’t 
merely be dropped on the public like a stun gre- 
nade. They need their own extreme internal vet- 
ting to make sure everyone knows what’s going 
on. They need to be sold and explained to the 
public— again and again. 

Mr. Trump is right that the government needs 
shaking up, but the danger of moving too fast 
without careful preparation and competent exe- 
cution is that he is building up formidable politi- 
cal forces in opposition. The danger isn’t so much 
that any single change could be swept away by bi- 
partisan opposition, but that he will alienate the 
friends and allies at home and abroad he needs 
to succeed. Political disruption has its uses but 
not if it consumes your Presidency in the process. 


A blunderbuss order 
sows confusion and 
a defeat in court. 


France’s Last Socialist Standing 


F rance’s Socialists chose former Education 
Minister Benoit Hamon as their standard 
bearer in this spring’s presidential elec- 
tion, and if nothing else they deserve points for 
consistency. Mr. Hamon is offering a platform 
similar to the one that wrecked the popularity 
of failed departing President Frangois Hollande. 
What’s French for “more cowbell”? 

Mr. Hamon, who took nearly 60% of the vote 
in Sunday’s run-off primary, defeated incum- 
bent Prime Minister Manuel Vails, and the con- 
trast between the two could hardly have been 
starker. Mr. Vails has been the economic reform 
champion in Mr. Hollande’s beleaguered admin- 
istration, pushing through labor-law liberaliza- 
tion and other measures over the objections of 
Socialists in the National Assembly. 

By contrast, Mr. Hamon served up a platform 
of Socialist shibboleths, including a universal 


basic income, a 32-hour work week and a tax on 
robots. Polls suggest Mr. Hamon can’t win a gen- 
eral election and may not even break 10%. But 
at least he’s authentic. 

Mr. Vails would have been better off follow- 
ing the lead of former Economy Minister Em- 
manuel Macron, a centrist who bailed out of the 
Socialist Party and is running for President atop 
his own newly created party. He’s third in the 
polls with his odds looking better now that he’ll 
have less competition for centrist and center- 
left voters. 

France can now look forward to a boisterous 
campaign in which Messrs. Hamon and Macron 
will vie against center-right candidate Frangois 
Fillon and the far-right Marine Le Pen. However 
the election plays out, at least voters can’t com- 
plain of not having truth in political advertising 
when it comes to their choices. 


Scott Walker’s School Bonus 


W isconsin Gov. Scott Walker’s collec- 
tive-bargaining reforms have saved 
taxpayers money, and now a study 
finds that by rewarding the 
best teachers they are also im- 
proving student learning. 

The 2011 Wisconsin law, 
known as Act 10, limited col- 
lective bargaining to base 
wages while letting school dis- 
tricts negotiate pay with individual teachers 
based on criteria other than years on the job and 
education level. Some districts like Green Bay 
have used the law to reward teacher perfor- 
mance wMle others such as Racine have adhered 
to seniority-based salary schedules. 

Prior research on Washington, D.C.’s 
teacher-tenure reforms and merit pay has 
found that financial incentives improved the 
performance of higMy rated teachers while dis- 
missal threats led to attrition among ineffec- 
tive ones. Student achievement has risen as a 
result. Act 10 provides an opportunity to evalu- 
ate how changes in contract negotiations affect 
teaching quality. 

As Stanford University economic researcher 
Barbara Biasi explains in a new study (which is 
awaiting peer review), Act 10 created a market- 
place for teachers in which public-school dis- 
tricts can compete for better employees. For in- 
stance, a district can pay more to recruit and 
retain “high-value added” teachers— that is, 
those who most improve student learning. Dis- 
tricts can also cap salaries of low-performing 
teachers, which might encourage them to quit 
or leave for other districts. 

Ms. Biasi analyzed how the demand for and 
supply of teachers changed across districts with 
individual-salary negotiations from those that 
kept uniform pay schedules. She found that the 
share of teachers moving from salary-schedule 
to individual-salary districts, and vice versa, 


roughly doubled between 2012 and 2014 from 
the five years prior to the law’s enactment. 

She also found changes in salary structure. 

For instance, salaries in Green 
Bay increased about 13% for 
teachers with five to six years 
of experience but a mere 4% for 
those who had worked 29 or 30 
years. Salaries among teachers 
with the same seniority also di- 
verged more. In Racine the opposite occurred. 
Green Bay was able to pay better teachers more 
without regard to the lock-step pay scales tradi- 
tionally dictated by unions. 

Ms. Biasi found that better teachers gravitate 
to districts where they can negotiate their own 
pay while lousy teachers tend to migrate toward 
those where salary scales are regimented. The 
study found “a 34 percent increase in the quality 
of teachers moving from salary schedule to indi- 
vidual-salary districts, and a 17 percent decrease 
in the quality of teachers exiting individual-sal- 
ary districts.” 

“These sorting patterns,” Ms. Biasi con- 
cludes, “lead to a small increase in average qual- 
ity of the teaching workforce in individual-salary 
districts.” Student math achievement rose sig- 
nificantly in individual-salary districts relative 
to salary-schedule districts due in part to im- 
provements in the teacher workforce. 

She adds that the increase in student achieve- 
ment in these districts was too large to attribute 
merely to the inflow of high-quality teachers. In- 
dividual-salary negotiations might also encourage 
incumbent teachers to improve their skills and 
boost the quality of new teacher applicants. 

The lesson is that incentives matter in educa- 
tion as in the rest of American life. Giving schools 
the ability to reward the best teachers produces 
better results for students. The evidence grows 
that Act 10 may be the most successful public- 
policy achievement since welfare reform. 


Act 10 let schools pay 
better teachers more, 
and learning increased. 


President Trump’s 
Mexican Standoff 


AMERICAS 
By Mary 
Anastasia 
O’Grady 


The author of “The Art 
of the Deal” has badly 
botched his first big 
G‘ '' ' ■- ' } one on the world stage, 
■ i and not because he 

" failed to stake out a 

tough position. In his 
effort to extract con- 
cessions from Mexico 
on the North American 
Free Trade Agreement, 
President Trump has 
failed to understand his opponent. 

It isn’t quite right to say that negoti- 
ations were scheduled to begin this 
week, with Mr. Trump hosting Mexico’s 
President Enrique Pena Nieto in Wash- 
ington. Mr. Trump has been negotiating 
since last year’s campaign. His strategy 
has been to soften up the opponent 
with verbal abuse and extreme threats, 
including the possibility of tearing up 
Nafta altogether. 

“The president-elect has done a won- 
derful job of preconditioning other 
countries [with] whom we will be nego- 
tiating that change is coming,” Com- 
merce Secretary-designate Wilbur Ross 
gloated during his Senate confirmation 
hearing. “The peso didn’t go down 35% 
by accident. Even the Canadian dollar 
has gotten somewhat weaker— also not 
an accident. He has done some of the 
work that we need to do in order to get 
better trade deals.” 

Having witnessed his nation and its 
currency pummeled in the public 
square, the Mexican president was sup- 
posed to crawl to Washington and agree 
to whatever terms his U.S. counterpart 
put on the table. Maybe Mr. Trump 
should have Googled the Treaty of Gua- 
dalupe Hidalgo. Mexicans are still 
smarting over that one. 

After Mr. Trump told Mexico that a 
promise to pay for a border wall was a 
prerequisite for the scheduled meeting, 
Mr. Pena Nieto canceled. The White 
House responded by saying it would ex- 
tract the money for the wall with a 20% 
tariff on Mexican exports to the U.S. Of 
course American consumers would be 
the ones paying. But in any case it 
would be the end of Nafta. 

Americans have to hope their new 
president is not that reckless. Even the 
Soviets recognized that mutually as- 
sured destruction was a bad idea. A 
phone call between the two heads of 
state on Friday ended with both sides 
agreeing to future discussions. 

North American free trade cannot be 
dissolved without inflicting great harm 
on the country that Mr. Trump has 
sworn to protect. Mexico is America’s 
third-largest trading partner, and some 
six million American jobs rely on trade 
with the southern neighbor. According 
to the U.S. Agriculture Department, 
“sales of food and farm products to 
Mexico totaled a record $19.5 billion in 
fiscal year 2014.” That was 13% of U.S. 
agricultural exports. 

Mr. Trump says that the U.S. has 


been outfoxed in manufacturing be- 
cause American companies now make 
things in Mexico. But imports from 
Mexico contain significant American 
content, and production-sharing 
across the continent has given U.S. 
companies an edge in the global mar- 
ket. New tariffs on Mexican imports 
would damage that competitiveness 
and may result in retaliatory Mexican 
tariffs on U.S. exports. 

Legal experts say it isn’t clear how 
much unilateral power Mr. Trump has 
to maneuver. Article 2205 of Nafta al- 
lows the president to withdraw from 
the agreement. But it is being debated 
whether that would repeal the congres- 
sional legislation that put it into effect. 
If so, tariffs would revert to pre-Nafta 
levels, which implies using the World 
Trade Organization tariff schedule. 
American exporters to Mexico would 
face greater tariff hikes than Mexican 
exporters to the U.S., because Mexico 
accepted much greater tariff reductions 
under Nafta than the U.S. did. 


His approach to Pena Nieto 
suggests this is one adversary 
he fails to understand. 


A Jan. 10 paper from the interna- 
tional law firm White & Case says that 
its reading of the agreement and U.S. 
law “implies that substantive modifica- 
tions of the Nafta outside of tariffs and 
rules of origin would require congres- 
sional authorization.” The rules of ori- 
gin— the share of a product that must 
be Nafta-sourced— have changed several 
times already, and Mexico might agree 
to alter them again. But it has said that 
it won’t budge on tariffs. 

Mr. Trump might try to invoke the 
International Economic Emergency 
Powers Act of 1977 to slap his oft- 
promised punitive tariff on Mexican im- 
ports. But it is hard to argue that na- 
tional security is being threatened. 

The 45th president has said he 
wants to craft new bilateral trade 
agreements. Mexico says it is not inter- 
ested. It has learned a hard lesson 
about relying on an unreliable partner, 
and its aim now is to diversify its trade 
portfolio. Policy makers are said to be 
exploring new agreements in the region 
with countries eager to replace U.S. ag- 
ricultural suppliers. 

Mr. Trump’s demagoguery has of- 
fended Mexican pride. But it has also 
destabilized an economy that was al- 
ready buffeted by low oil prices. As the 
rector of ITAM, one of the most presti- 
gious universities in Latin America, 
said earlier this month, “It would be, 
perhaps, preferable to leave Nafta 
aside rather than a long process of ne- 
gotiation and tension.” Mexicans can 
bargain too. 

Write to 0’Grady@wsj.com. 


LETTERS TO THE EDITOR 


Action on Student Loan ‘Miscoding’ Fiasco? 


Your editorial “Obama’s Student- 
Loan Fiasco” (Jan. 24) takes the U.S. 
Education Department to task for its 
just-disclosed faulty accounting of 
student-loan repayment rates. 

What would the Justice Depart- 
ment, Treasury and Consumer Finan- 
cial Protection Bureau do to a bank 
that accidentally made a coding error 
that understated probable loan losses 
by tens or hundreds of billions of dol- 
lars? Massive fines would be imposed 
for malfeasance, no matter how inno- 
cent the mistake, and there likely 
would be clawbacks of compensation 
paid to those making the error and 
those executives overseeing the 
blunderers. 

How about having we the people 
who pay income taxes get a cumula- 
tive tax credit representing a signifi- 
cant portion of the Education Depart- 
ment budget for years to come, while 
the department shrinks and the error- 
prone see their paychecks reduced? 
We would like an investigation into 

News Competition Failing 
To Improve Trustworthiness 

Regarding Daniel Henninger’s “The 
Trump Russia Files” (Wonder Land, 
Jan. 13): Mr. Henninger is right that 
the web-driven media have been fac- 
tors in the decline of traditional me- 
dia, but not because they encourage 
the printing of rumors and half-truths, 
as he suggests. The availability of 
more information has shown the pub- 
lic how slanted news stories from 
sources such as CNN and the New 
York Times have become. Now people 
can easily see what facts were left out 
and get other perspectives on stories. 
Journalism schools and newsrooms 
have become such liberal echo cham- 
bers that many reporters have ac- 
quired a one-sided view of the world. 
Reporters think they are providing 
“the truth,” and probably don’t under- 
stand how others can see things dif- 
ferently. A news organization sells in- 
formation. If customers can’t trust 
that information, it has no value. 

Joseph Sheeley 
Tullahoma, Tenn. 


just how innocent the coding error 
was that made the student-loan pro- 
gram look less bad. If it turns out to 
be not so innocent, there should be 
prosecutions and civil penalties as- 
sessed, extracting from our public 
servants the same pound of flesh they 
demand from we who work in the pri- 
vate sector. 

Chris Rogers 
Charleston, S.C. 

I served at the U.S. Department of 
Housing and Urban Development and 
the Federal Housing Finance Agency 
in the inspector general’s office and 
can attest to the failure of the federal 
programs of government-backed 
loans. The student-loan program is no 
different. The politicians’ desire to 
back the loan programs with taxpayer 
money has been a failure. Government 
isn’t capable of running these pro- 
grams efficiently. Let’s get out of the 
mortgage and education business and 
let private industry take the risks. 

Michael P. Stephens 
Woodbridge, Va. 

The federal government could pro- 
vide colleges with interest-free loans. 
Repayment after a specified number 
of years would be mandatory. No fur- 
ther loans would be made if a college 
defaults. The funds would be available 
from which students can borrow to 
pay tuition. Repayment of student 
loans to the college would be the re- 
sponsibility of the college. Loan for- 
giveness and default would be borne 
by the college. 

This would supply all the funds 
needed for student loans and would 
also provide powerful incentives to 
keep the cost of higher education low, 
and to minimize default. 

Stuart A. Levy 
Milwaukee 


Letters intended for publication should 
be addressed to: The Editor, 1211 Avenue 
of the Americas, New York, NY 10036, 
or emailed to wsj.ltrs@wsj.com. Please 
include your city and state. All letters 
are subject to editing, and unpublished 
letters can be neither acknowledged nor 
returned. 
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OPINION 


Rebuilding America’s Weakened Military 



On the deck of the USS John C. Stennis near Japan on June 15, 2016. 


By John McCain 

A s he assumes the awe- 
some responsibilities of 
the presidency, Donald 
Trump has inherited a 
world on fire and a U.S. 
military weakened by years of 
senseless budget cuts. I am encour- 
aged that he recognizes these prob- 
lems and has pledged to rebuild the 
military. The work to get America’s 
armed forces back up to speed must 
begin now. 

The world order America has led 
since the end of World War II— 
which has benefited the American 
people most of all— is now under un- 


I’m ready to work with 
President Trump to undo 
the damage of the 2011 
budget ‘sequester.’ 


precedented strain. The U.S. has en- 
tered an era of great-power competi- 
tion, even as it continues to face an 
enduring conflict against Islamist 
extremist groups. 

Yet many Americans have forgot- 
ten that the world order is not self- 
sustaining. Not all threats have 
purely military solutions, but they 
all have military dimensions. Hard 
power matters: It is what gives the 


By Philip K. Howard 

P resident Trump wants to over- 
haul the U.S. civil service. 
Even ardent liberals agree it 
needs to be rebuilt, but past efforts 
at reform have withered in Congress 
under union power and public indif- 
ference. There’s a more direct path: 
Mr. Trump can repudiate civil ser- 
vice in its current form as a viola- 
tion of the Constitution’s mandate 
that “the executive power shall be 
vested in a President.” 

Executive power is toothless with- 
out practical authority over person- 
nel. “If any power whatsoever is in 
its nature executive,” James Madison 
once observed, “it is the power of 
appointing, overseeing, and control- 
ling those who execute the laws.” 
Taking away the president’s power 
over executive-branch employees is 
synonymous with removing liis exec- 
utive power altogether. 

Yet this is exactly the case today. 
Because of civil-service laws passed 
by Congress many years ago, the 
president has direct authority over a 
mere 2% of the federal workforce. 

The question is whether those 
laws are constitutional. Does Con- 
gress have the power to tell the pres- 
ident that he cannot terminate inept 
or insubordinate employees? The an- 
swer, I believe, is self-evident. 

A determined president could re- 
place the civil-service system on 
his own, by executive order. The 
move would doubtless be chal- 


U.S. leverage to deter aggression and 
achieve peace through strength. 

The Budget Control Act of 2011, 
which cut and arbitrarily capped 
military spending for a decade, epit- 
omizes this country’s forgetfulness 
about its role in the world. The pro- 
vision, known as the “sequester,” 
was designed to be so harmftil to the 
military that Congress would be 
forced to enact reforms to control 
federal spending. Reforms never 
came, so the cutting and capping of 
military spending did. The military 
has paid a terrible price. 

From 2010 though 2014, the de- 
fense budget was cut by 21%, ac- 
cording to analysis from the Center 
for Strategic and Budget Assess- 
ments. Across the board, the mili- 
tary got smaller and less capable. 
Critical investments in new technol- 
ogies were deferred, which helped 
adversaries such as Russia and 
China close the gap. The combina- 
tion of rising threats, declining 
budgets, aging equipment, shrink- 
ing forces and high operational 
tempo has produced a military 
readiness crisis. 

President Trump is now com- 
mander in chief of a military that is 
underfunded, undersized and un- 
ready to meet the diverse and com- 
plex array of threats confronting 
America. That is why every member 
of the Joint Chiefs of Staff has testi- 
fied to the Senate Armed Services 
Committee that years of budget cuts 


lenged in court, but it would likely 
be upheld, especially if the new 
framework advances legitimate 
goals, honors principles of neutral 
hiring and is designed to foster a 
culture of excellence. 

Although civil service was once 
thought the cure for corruption, it 
has become a cancer, killing good 
government. Accountability is non- 
existent: More civil servants die on 
the job than are terminated or de- 
moted. The culture this has created 
within many agencies is awful. The 
accountability vacuum removes the 
oxygen of purpose and replaces it 
with stale resignation. 

“When a single individual free 
rides,” a 2006 study of organiza- 
tional behavior found, there is a 
“precipitous decline in teammate 
contributions.” Human initiative is 
replaced by a “suffocating bureau- 
cracy,” as the National Commission 
on the Public Service— led by Paul 
Volcker in 1989 and again in 2003— 
found. Instead of promoting pride 
in public service, the commission 
reported, good workers resent “the 
protections provided to those poor 
performers among them who im- 
pede their own work and drag 
down the reputation of all govern- 
ment workers.” 

Overhauling the civil service must 
be the cornerstone of any serious ef- 
fort to fix broken government. Regu- 
latory reform is otherwise impossi- 
ble. What replaces red tape? People. 
Scrapping mindless rules requires 


have placed the lives of the men and 
women of the U.S. armed forces at 
greater risk. 

President Trump has committed 
to eliminating the defense seques- 
ter and rebuilding the military. I 
fully agree, and we need to get 
started right away. There are two 
main tasks. 

The first is modernizing the mili- 
tary for the new realities of deter- 
ring conflict and competing with 
great powers that possess advanced 
capabilities. For too long, the U.S. 
has taken for granted that its forces 
could operate anywhere and domi- 
nate any environment with minimal 


empowering humans to take respon- 
sibility for results. Real choices— 
say, to focus environmental review 
on material impacts— can be practi- 
cal again. Thick rule books could be 
replaced by pamphlets. But no one 
wants to give officials flexibility to 
use common sense unless they also 
can be held accountable when they 
are incompetent or mean-spirited. 


Today’s civil -service 
system violates the 
Constitution. Trump 
has the power to fix it. 


Democracy requires an unbroken 
chain of accountability. Why don’t 
problems get fixed when a new 
president rolls into town? One rea- 
son is that civil servants keep do- 
ing things the way they always 
have. There’s an acronym for how 
they deal with incoming adminis- 
trations: Webehwyg (pronounced 
WE-be-wig)— “We’ll be here when 
you’re gone.” 

A historical halo hovers over the 
civil service because it replaced the 
spoils system, in which public jobs 
were rewarded to political hacks. 
As originally designed in the Pen- 
dleton Act of 1883, civil service was 
a system of neutral hiring. Reform 
leader George William Curtis be- 
lieved that “if the front door were 


effort. That assumption no longer 
holds. However, with greater invest- 
ments in technology such as hyper- 
sonic munitions and artificial intel- 
ligence, the military can become 
much more capable over the next 
five years. 

The second priority is regaining 
capacity for the military to perform 
its current missions at acceptable 
levels of risk. Today the armed 
forces simply do not have enough 
ships, aircraft, vehicles, munitions, 
equipment and personnel. Adding 
capacity alone is not the answer, 
and increasing capacity, especially 
personnel, must be done deliber- 

‘You’re Fired’ 

properly tended, the back door 
would take care of itself.” Originally 
civil service did not diminish the 
president’s power to manage or fire 
federal employees (other than bar- 
ring demands for campaign contri- 
butions), because that was consid- 
ered unconstitutional. 

The slow dissipation of presiden- 
tial power over subsequent decades 
is a story rich with irony. Designed to 
avoid capture by special interests, 
the civil service became a special in- 
terest of its own. First, public em- 
ployees got Congress to legislate 
modest protections against termina- 
tion. Then JFK, as payback for their 
support, signed an executive order 
allowing public unions to collectively 
bargain. The Supreme Court held 
that these legal protections made 
public jobs a property right protected 
by the Constitution’s Due Process 
Clause. Then Congress enshrined 
these protections in statute. 

We’ve come full circle: Instead of 
guarding against public jobs as po- 
litical property, civil service has be- 
come a property right of the em- 
ployees themselves. Federal workers 
answer to no one. 

But this triumph of public unions 
turns out to be their weakness. By 
removing one of the president’s 
main constitutional prerogatives, it 
has opened the door for him to as- 
sert his rights by executive order. 

Public unions, we now know af- 
ter a half century of experience, do 
not advance the public good. They 


ately and sustainably. But this is a 
yearslong process that should begin 
immediately. 

The military has to become not 
only bigger but more efficient. There 
is room to cut wasteful spending at 
the Defense Department. And pa- 
tience remains important: The harm 
that has been done to the military 
over eight years will not be reversed 
quickly. But the longer the wait, the 
longer it will take to reform. 

This won’t come cheap. It will re- 
quire a base defense budget for fis- 
cal year 2018, excluding current war 
costs, of $640 billion. That’s $54 bil- 
lion above current plans, and sus- 
tained growth will be required for 
years thereafter. Defense is Amer- 
ica’s No. 1 priority. It must be a po- 
litical priority on par with repealing 
and replacing ObamaCare, investing 
in public-works projects and reform- 
ing the tax code. 

I was a humble foot soldier in the 
Reagan Revolution. The 40th presi- 
dent is remembered as one of the 
greatest because he embraced his 
role as commander in chief, rebuilt 
America’s military and secured 
peace through strength. President 
Trump has a similar opportunity. If 
he is committed to seize that oppor- 
tunity, I will be a committed partner 
in that effort. 

Mr. McCain, a Republican from 
Arizona, is chairman of the Senate 
Armed Services Committee. 


have succeeded mainly in destroy- 
ing the concept of merit in the 
merit system. 

An executive order breaking Con- 
gress’s personnel shackles would of 
course result in a constitutional 
challenge, which ultimately would 
be resolved by the Supreme Court. 
That’s why it is critical for Mr. 
Trump to take the high road and en- 
sure that the new civil-service 
framework is fair-minded and re- 
spectful. Templates already exist 
with nonpartisan groups such as the 
Partnership for Public Service. 

Rebuilding a responsive govern- 
ment culture is not as difficult as it 
may seem. What’s needed isn’t a 
mass purge but the prospect of ac- 
countability. This would inspire 
confidence in workers that others 
will do their share. As recently as 
the 1950s, federal officials were 
able to make public choices that 
were practical and timely, and 
three-quarters of Americans trusted 
government. 

America needs to remake Wash- 
ington for the 21st century. The only 
path forward is to return to consti- 
tutional first principles and, by ex- 
ecutive order, create a civil-service 
system that actually serves the 
American people. 

Mr. Howard, a lawyer, is chair- 
man of Common Good and author of 
“The Rule of Nobody” (W. W. Norton, 
2014). A longer version of this article 
appears in The American Interest. 


The President’s Right to Say 


A Human Comes to the White House 


By Crispin Sartwell 

Gettysburg, Pa. 

A s the inauguration approached 
in Washington, up here they 
were auctioning off wax lead- 
ers and closing down a once-semibel- 
oved tourist attraction, the Hall of 
Presidents and First Ladies. It was 
good timing, not only because the in- 
augural moment was a good time to 
get the best price on the head of 
Rutherford B. Hayes, but because the 
American presidency is no longer a 
wax museum. 

Listening to television pundits, 
reading op-ed columnists or talking 
to my professorish friends, I get the 
impression that many of them don’t 
want America building walls, cooking 
the globe and so on. On many points 
I agree with them. Yet these policy 
disputes are disposed of perfuncto- 
rily, in part because everyone in their 
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worlds seems to agree. The real vis- 
ceral loathing, fear and incompre- 
hension arises when they start talk- 
ing about how Donald Trump 
expresses himself. 

For months they’ve worked them- 
selves into a tizzy, almost every day, 
about some series of loose tweets, 
or some teasing riff he’s improvised 
on the stump or at CIA headquar- 
ters. It runs like this: “There has to 
be an adult in the room. Someone 
needs to take away his phone!” Or: 
“It’s one thing for a candidate to in- 
sult a celebrity, but the president of 
the United States can’t do things 
like that.” 

Tweets or casual quips are 
treated as signs of insanity: He’s a 
narcissistic sociopath, etc. Or stu- 
pidity: Social media is full to burst- 
ing with professors insulting his IQ. 
(Well, that’s what professors do: 
congratulate ourselves on our own 


Robert Thomson 

Chief Executive Officer, News Corp 

William Lewis 

Chief Executive Officer and Publisher 

DOW JONES MANAGEMENT: 

Ashley Huston, Chief Communications Officer; 
Paul Meller, Chief Technology Officer; 

Mark Musgrave, Chief People Officer; 

Edward Roussel, Chief Innovation Officer; 
Anna Sedgley, Chief Financial Officer; 

Katie Vanneck-Smith, Chief Customer Officer 

OPERATING EXECUTIVES: 

Jason P. Conti, General Counsel; 

Nancy McNeill, Corporate Sales; 

Steve Grycuk, Customer Service; 

Jonathan Wright, International; 

DJ Media Group: 

Almar Latour, Publisher; Kenneth Breen, 

Commercial; Edwin A. Finn, Jr., Barron’s; 
Professional Information Business: 

Christopher Lloyd, Head; 

Ingrid Verschuren, Deputy Head 


intelligence. They teach you that in 
grad school.) 

These people need to develop some 
hermeneutic competence. It’s pretty 
easy on a good day to distinguish the 
casual verbal sally from the previews 
of policy. At the CIA he praised and 
teased the assembled intelligence peo- 
ple, which is very characteristic. They 
are the greatest people the world has 
ever known. Except for one thing: He 
always said they should have taken 
Iraq’s oil. Maybe they’ll get a chance! 
It was a casual improvisation, utterly 
typical. Rachel Maddow interpreted it 
as a profound change of military pol- 
icy toward pillaging and declared an 
international emergency. 

He has a beautiful, beautiful rela- 
tionship with Chuck Schumer and 
Nancy Pelosi, but when he says 
things like that, it’s almost always 
followed by the little twist or insult. 
Paul Ryan grows on you like a beauti- 
ful ornamental vine, or however that 
went. “Now, if he ever goes against 
me, I’m not going to say that, OK?” 


From “Diversity for the Sake of De- 
mocracy” by Carrie Pritt on Quil- 
lette.com, Jan. 24: 

“Stand up if you identify as Cauca- 
sian.” 

The minister’s voice was solemn. I 
paused so that I wouldn’t be the first 
one standing, and then slowly rose to 
my feet. “Look at your community,” he 
said. I glanced around the auditorium 
obediently. The other students looked 
as uncomfortable as I felt, and as 
white. "Thank you,” the minister said 
finally. After we sat down, he went on 
to repeat the exercise for over an hour 
with different adjectives in place of 
“Caucasian”: black, wealthy, first-gen- 


I don’t know what intelligence is, 
but I know this: Trump has more 
verbal improvisational ability than 
any presidential-level politician in 
decades. On a typical day, Barack 


Trump doesn’t sound like 
an android with basic AI. 
And that’s distracting 
intellectuals from the 
important policy debates. 


Obama, Hillary Clinton, John Kerry 
and Mitt Romney express them- 
selves like androids with rudimen- 
tary AI: They repeat tested, empty 
phrases; they reach for focus- 
grouped generalities; they are so 
careful that they say nothing at all. 
It is a heroic task even to pretend to 
pay attention to them. 

That, evidently, is what pundits 
and professors demand: a wax head 


eration, socially conservative. Each 
time he introduced a new label, he 
paused so that a new group of stu- 
dents could stand and take note of one 
another. By the time he was finished, 
every member of Princeton Univer- 
sity’s freshman class had been 
branded with a demographic. 

This mandatory orientation event 
was designed to help us appreciate 
our diversity as a student body dur- 
ing the first week of classes. But 
what did it really accomplish? ... He 
faced a crowd of singular young 
adults and essentially told them that 
their heritage outweighed their hu- 
manity. The message was clear: know 
your kind and stick to it. 


perched over a nice suit, with a real- 
istic mouth that actually moves. 
That’s what they think of as sanity 
and intelligence. 

For them, the essence of responsi- 
ble and inspiring leadership is that 
you know exactly what your presi- 
dent is going to say before he says it. 
If a leader expresses himself like a 
particular human being or behaves 
like an actual organism, he has no 
place in the Hall of Presidents and 
First Ladies. 

So, a little advice: Words matter- 
sort of, sometimes— as these people 
keep insisting. But talk is cheap. A 
tweet or a quip is not legislation or 
an executive order. You’ve made it 
clear that you loathe the way he ex- 
presses himself, but that is not the 
problem. While you’re sputtering 
about Meryl Streep or whatever, he’s 
liable to be doing things, and you’re 
going to have to pick your spots. 
Your outrage is indiscriminate and 
exhausted already. 

Even pundits and professors are 
going to have to develop an ear, or 
show some basic linguistic compe- 
tence in interpretation. They’re going 
to have to start distinguishing hyper- 
bole from serious assertion, comedy 
from tragedy. And they’re going to 
have to face the fact that politicians 
are human beings. Profs and pundits 
are verbally smart in a standardized, 
perfect-SAT sort of way; they’re go- 
ing to have to develop the interpre- 
tive skills of a human. 

I am worried and angry about 
many policies that the Trump admin- 
istration is pursuing. But I could not 
be happier that the wax museum of 
the American presidency is defunct. 

Mr. Sartwell, an associate profes- 
sor of philosophy at Dickinson Col- 
lege, is the author of “Entanglements: 
A System of Philosophy” due out in 
March from SUNY Press. 
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DINING OUT 

How to Land a Tough Reservation 


Chefs, restaurateurs and concierges offer tips: request a table in person, promise not to linger and don't name-drop 


BY ALINA DIZIK 


LOOKING TO SNAG a hard to get 
dinner reservation? It’s possible— 
with a bit of maneuvering. 

Even completely booked restau- 
rants depend on last-minute 
guests to fill the dining room, no 
matter how full their reservations 
may look online, says Adam Nem- 
irow, co-owner of FIG, a Charles- 
ton, S.C., hotspot that books up 
weeks in advance but makes only a 
fraction of its seats available on- 
line. Reservation gaps emerge 
throughout the dinner service. 

“We can’t predict whether people 
are going to skip dessert or stay 
forever,” he says. 

Chefs, restaurateurs and con- 
cierges weigh in on snagging a 
prime-time reservation: 

If the restaurant already has de- 
clined a request online or over the 
phone, try to reserve in person, 
says Mr. Nemirow, who takes this 
approach in New York and other 
cities. Rather than waiting at the 
bar, he stays quietly near the res- 
ervation stand to show his com- 
mitment to dining there that 
night. “There’s something about 
hanging around that host stand- 
people want to get the problem 
out of their face,” he says. 

Promise the host a quick turn- 
around. Restaurants typically bud- 
get 90 minutes to two hours for a 
meal (though prix fixe menus can 
take much longer). Offering to get 
in and out in an hour can be your 
ticket to a table. Since the restau- 
rant won’t kick you out after your 
allotted 60 minutes, seating you is 
a risk for the maitre d’. “You’ve 
got to convince the host that you 
are serious about it,” says Alon 
Shaya, chef owner at Shaya in New 
Orleans. “Make eye contact, be 
confident and stick to your story.” 

Don’t arrive too early. Rather 
than scoping out an empty dining 
room when the restaurant opens 
for the evening— and wondering 



Alon Shaya, below, executive chef at 
Shaya restaurant, above, in New 
Orleans. At left, the Rotunda Room 
at the Pierre Hotel in New York City. 


why the host says they are booked 
solid— walking in just as the tables 
have ordered their meals can help. 
A restaurant can better predict 
openings about an hour or two af- 
ter the start of service, which is 
about 7 p.m. at FIG, Mr. Nemirow 
says. 

Even when booking sites such 
as OpenTable or Resy show a fully 
committed dining room, some 
apps may have openings. 

After calling Los Angeles 
hotspot Bestia to no avail, Maral 
Karapetian used the Table8 app. 

To her surprise, Table8, one of 
several apps that help diners se- 
cure last-minute reservations at 
trendy restaurants, had a table for 
two on Monday at 8 p.m. “It was 
shocking to me,” says Ms. Karape- 
tian who had called the restaurant 
for a reservation a few days before 


but had had no luck. The app 
teams up with restaurants to hold 
reservations for users. In addition 
to a free version of the app, Table8 
charges an annual $95 fee for last- 
minute reservations at exclusive 
restaurants and preferred entry at 
waitlist-only spots, says Paul Vita- 
gliano, the vice president of sales.) 

If you’re calling before the din- 
ner rush, make small talk. Hanging 
up too soon is a missed opportu- 
nity, says Maurice Dancer, the top 
concierge at the Pierre hotel in 
New York. Learning the name of 
the person taking reservations, as 
well as something about him or 
her, can build rapport for the next 
time you call. There’s no need to 
schmooze with a manager, as a 
maitre d’ can be just as powerful, 
Mr. Dancer says. “In many of the 
New York destination restaurants, 


you don’t have as 
much turnover.” 

Don’t overdo it 
by phone. Calling 
daily doesn’t mean 
you’ll eventually 
hit the jackpot in 
case of a cancellation 
or improve your chances 
of moving up the waiting 
list, says Mr. Nemirow who re- 
cently attempted this with a top 
restaurant in New York. Instead, 
you risk being ignored. “You have 
to give the restaurants credit that 
they will call you back if they have 
space,” he says. 

Be honest and avoid showing up 
for a four-top with eight people. 
While arriving early for a reserva- 
tion is an acceptable way of bend- 
ing the rules, Mr. Shaya says, 
bringing more people for a reser- 


vation is not. Extra people 
can be difficult to 
squeeze in on a busy 
night. “Our dining 
room is set up in a 
way where we 
need to turn peo- 
ple away,” Mr. 
Shaya says. “It 
becomes an awk- 
ward moment for 
the guest.” 

Name drop spar- 
ingly. Restaurant em- 
ployees are always hearing 
that someone knows someone— a 
strategy with limited effect, Mr. 
Nemirow says. “Announce who you 
are, but don’t name drop,” he ad- 
vises. Even if you’ve run out of op- 
tions— and patience— don’t 
threaten to complain to a higher- 
up. Restaurant employees don’t 
want to seat a combative diner. 
“It’s like arguing with the cop. As 
soon as you start arguing with the 
cop you’re going to get the ticket,” 
Mr. Nemirow says. 
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FARM TEAM | By Edith Tremio 


Across 

1 Pie pans 

5 It might be on 
the line 

9 Old salts 

13 "Ivanhoe" author 

15 Countertenor's 
counterpart 

16 Diamonds, e.g. 

17 Old MacDonald 
had an orbit's 
closest point... 

19 Boldly innovative 

20 ...and on his farm 
he had a 
fondness for 
something... 

22 1972 Winter 
Olympics site 

25 Blight on the 
landscape 


26 Missing, 
miiitary-style 

27 POTUS between 
HSTand JFK 

28 Exhibited fright 

30 Air traffic 

controller's place 

33 Six-pack 
muscles 

36 ...with a World 
War I leader 
here... 

39 "Indeed!" 

40 Trellis climbers 

41 Demonstrating 
determination 

42 Product of VII, 
VIII and IX 

43 Make a 
sudden course 
correction 


44 Skimpy 
swimwear 

48 Massachusetts 
college town 

51 ...and a Norse 
explorer there... 

53 Notion 

54 ...everywhere 
a Canadian 
singer... 

58 Hurt badly 

59 Old oath 

60 The Pont Neuf 
crosses it 

61 Gin-flavoring 
fruit 

62 " Dinah" 

(Frankie 
Avalon hit) 

63 Mob gone 
wild 


► Solve this puzzle online and discuss it at WSJ.com/Puzzles. 


Down 

1 Recipe amt. 

2 Drink chiller 

3 Negative 
conjunction 

4 Marks with 
small dots 

5 Character 
sought in 
children's books 

6 Et (and 

others) 

7 Furry shoulder 
warmer 

8 Cantaloupe's 
cousin 

9 Bloodsucking fly 

10 Sound 
engineer's 
subject 

11 Meticulousness 

12 "The Party's 
Over" composer 
Jule 

14 Robert Burns's 

"Cornin' the 

Rye" 

18 Ending for 
racket or rocket 

21 Kyles, better 
known as "the 
Entertainer" 

22 Mawkish 

23 Not oblivious 


24 Gdansk natives 

29 Halve, say 

30 Wallet bill 

31 Wallet bill 

32 Oz. and lb. 

33 "Lou Grant" star 

34 Is ominous 

35 Sound of 
derision 

37 Single once more 

38 Pastel hue 

42 Bad-mouth 

44 Diets 
successfully 

45 Sewing machine 
part 

46 "Old MacDonald" 
refrain, and a 
feature of the 
five longest 
Across answers 

47 Prolonged attack 

48 Tangential 
remark 

49 Web portal with 
a butterfly logo 

50 Works the soil 

52 Not nude 

55 Sundial numeral 

56 Lennon's love 

57 Badminton 
barrier 
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Vodafone Weighs Merger in India 


U.K. firm's local unit 
pursues talks with 
Idea Cellular as 
competition mounts 

Vodafone Group PLC’s In- 
dia unit is in talks to merge 
with rival Idea Cellular Ltd., a 
move that would combine two 
of India’s three biggest wire- 


By Stu Woo in London 
and Newley Purnell 
in New Delhi 


less carriers and catapult the 
proposed company into the 
top ranks of the global tele- 
communications industry. 

For Vodafone, a combina- 
tion would represent a risky 
doubling down on India, a 
large and promising market 


that has nonetheless proven to 
be much more expensive than 
the British wireless carrier ini- 
tially expected. Flush with 
cash from the 2014 sale of its 
Verizon Wireless stake, Voda- 
fone has spent heavily around 
the world, including in India. 
But in November, it took a €5 
billion ($5.3 billion) write- 
down there, stung by intense 
competition. 

Currently, Vodafone’s busi- 
ness is India’s second-largest 
mobile operator by subscrib- 
ers. Idea, owned by Aditya 
Birla Group, is No. 3. Both 
trail Bharti Airtel Ltd. All 
three carriers have been on 
the defensive against an up- 
start formed late last year by 
India’s richest man, Mukesh 
Ambani, who has offered cut- 
rate data plans and months of 
free services to sign up new 


subscribers. 

Vodafone and Idea called 
discussions over a combina- 
tion preliminary. Vodafone 
said Monday that it was dis- 
cussing an all-share merger, 


An agreement would 
create the world’s 
No. 2 wireless carrier 
by subscribers. 


but that it wasn’t certain it 
would complete a deal. 

A merger between Idea and 
Vodafone’s India unit would fit 
with Vodafone’s strategy of 
trying to be the clear No. 1 or 
No. 2 competitor in each of 
the company’s markets. 


Idea is listed in Mumbai, 
with a market capitalization of 
about $5 billion before the dis- 
cussions were disclosed. 

Vodafone said in November 
that it had been planning to 
prepare an initial public offer- 
ing of its India business, but 
was waiting for market condi- 
tions to improve. 

Should a combination result 
in an independent carrier, the 
new company would boast 379 
million subscribers, leapfrog- 
ging Bharti Airtel, and setting 
itself up as the world’s sec- 
ond-largest carrier by sub- 
scribers, the title Vodafone it- 
self currently holds. The No. 1 
spot globally is held by China 
Mobile Ltd. 

Idea shares closed up 26% 
in Mumbai. Shares in Voda- 
fone rose 1.3% in London. 

Vodafone could boost prof- 


itability by consolidating in 
the face of stiff competition, 
said Momingstar analyst Allan 
Nichols. 

“We like the idea of the 
merger, as we believe there 
are far too many operators in 
the country, which has pre- 
vented good returns,” he said. 

Mobile carriers have long 
viewed India as one of the 
most promising markets for 
growth. 

Vodafone Chief Executive 
Vittorio Colao told reporters 
in November that 700 million 
people in India don’t have cell- 
phones, while 600 million peo- 
ple do. He said of those 600 
million, only 250 million have 
smartphones. 

But Mr. Colao’s push to cap- 
italize hasn’t been smooth. A 
significant challenge for ev- 
Please see DEAL page B3 


Markets 
Lack Belief 
In Long Run 
For Trump 

Investing is about two 
things: deciding what is 
likely to happen and compar- 
ing it to what’s priced in to 
markets. The discussion 
about what’s likely to hap- 
pen under President Donald 
Trump has dominated media 
since his election, and every 
investor has their own view. 
What’s important, then, is to 
compare it 
to what’s 
priced in. 

One chart 
cuts 

through all 
the chatter. 
The yield 
curve in the 
all-impor- 
tant Trea- 
sury market 
tells a story of Trumpflation, 
a boost to both growth and 
inflation lasting a few years, 
with little long-term impact 
on the real economy. 

“People have pushed up 
their expectations about 
growth, but it’s more of a cy- 
clical view than a structural 
view,” said Jan Hatzius, chief 
economist at Goldman Sachs 
Group Inc. 

The yield curve compares 
bond yields at different 
dates and has steepened 
sharply as 10-year Treasury 
yields rose much more than 
those on two-year bonds 
since the election. This hap- 
pens when investors expect 
faster growth and higher in- 
flation, and has a positive 
feedback loop to investment, 
as investments further in the 
future carry a higher ex- 
pected reward. 

Longer-dated bonds tell a 
quite different story, 
though, with the curve flat- 
ter the further in the future 
it goes. The 10-year yield 
has risen much more than 
30-year yields, which sug- 
gests little change in long- 
run expectations for produc- 
tivity or inflation. 

The hope of a cyclical 
boom is reflected across 
stock markets, although the 
details of the new adminis- 
tration’s policies create more 
noise at a stock level. Cycli- 
cal companies such as car 
makers and airlines have 
easily beaten the S&P 500 
since the election, while de- 
fensive companies— those 
better able to ride out a re- 
cession— have lagged behind 
and, in the case of utilities, 
lost money. 

The yield curve may be 
one of the most important 
measures in finance, but 
even the question of what 
the market expects is open 
to interpretation. 

The most obvious draw- 
back is the starting point. 

The curve has steepened a 
lot, but the starting point 
was deeply depressed. Last 
summer investors were con- 
cerned about a grim future 
with little growth and the 
Please see STREET page B2 
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The C919 passenger jet is an attempt to fulfill China’s decades-old dream of making a large homegrown jetliner in the single-aisle class. 


China’s Jet Plans Remain on Tarmac 


By Trefor Moss 


SHANGHAI— A Chinese 
prototype jetliner is set to 
make its maiden flight early 
this year, in what the coun- 
try hopes to be a big step to- 
ward realizing its ambition 
to rival Boeing Co. and Air- 
bus SE in commercial avia- 
tion’s big leagues. 

But as an example of 
China’s aviation prowess, the 
C919 is an imperfect candi- 
date: a look under its hood un- 
derscores the fundamental 
role played by U.S. and Euro- 
pean firms in helping China 
realize its airplane dream. 

It bristles with technology 
from elsewhere, such as Gen- 
eral Electric Co., Honeywell 
International Inc. and other 
U.S. suppliers. The C919’s en- 
gines are built by CFM, a joint 
venture of the U.S.’s GE and 
France’s Safran SA. Honey- 
well, Rockwell Collins Inc. 
and other American aerospace 
majors supplied many of its 
critical systems— everything 
from radars to flight controls 


Plane Dealing 

New entrants like China's Comae 
will struggle to break the 
dominance of Airbus and Boeing. 


Global deliveries of single-aisle 
passenger jets 
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to the plane’s lights and land- 
ing gear. 

While it isn't China’s first 
passenger jet, the flight of the 
C919 will be a landmark mo- 


ment in China’s decades-old 
dream of making a large 
homegrown jetliner in the sin- 
gle-aisle class, the mainstay of 
short-haul air travel. 

Developed by the state- 
owned Commercial Aircraft 
Corp. of China, or Comae, the 
158-seat plane is years behind 
schedule, but began ground 
trials in Shanghai last month 
ahead of flight tests expected 
by the end of March. 

China’s stated strategic goal 
is to free itself from its costly 
dependency on foreign jetlin- 
ers built by Boeing and Airbus. 
Foreign analysts differ over 
whether that goal is realistic. 
Most agree, however, that the 
C919— though a big advance 
on the smaller jets China has 
built before— won’t be the air- 
craft that breaks the foreign 
stranglehold. 

“It’s 15 years behind,” said 
Derek Levine, the author of 
“The Dragon Takes Flight,” a 
study of China’s aerospace 
sector— “an antiquated plane 
that can’t compete with Airbus 
and Boeing.” 


The endeavor arguably 
owes more to nationalism than 
commercial intent. “Without 
the ability to build aircraft like 
the C919, it will be hard for 
China to establish its image as 
a great country,” said Zhou 
Jisheng, a retired engineer 
who designed Comae’s ARJ21, 
a twin-engine regional jet 
seating up to 105 passengers 
that last year became the first 
Chinese jet to enter commer- 
cial service. 

Comae has spent an esti- 
mated $8.6 billion developing 
the C919, and is unlikely to re- 
coup its investment, according 
to industry analysts. It de- 
clined to comment. 

Comae has previously said 
it would build 2,300 jets over 
the next two decades. Aviation 
experts say there won’t be 
nearly that much demand, and 
estimate production will more 
likely be a few hundred for 
state-owned Chinese airlines. 

Teal Group Corp., a U.S. avi- 
ation intelligence company, 
forecasts that Comae will only 
Please see JET page B2 


NYSE to Win IPO Prize: Listing of Snap 


By Maureen Farrell 


Snap Inc. plans to list its 
highly anticipated initial public 
offering on the New York Stock 
Exchange, in a big victory for 
the Big Board, people familiar 
with the decision said. 

The NYSE is expected to 
prevail over the Nasdaq Stock 
Market in a battle to woo the 
Snapchat parent, which is 
planning to go public as early 
as March, they said. 

Snap, which filed its IPO pa- 
pers confidentially with the 
Securities and Exchange Com- 
mission last fall, is expected to 
disclose them publicly later 
this week. The so-called S-l fil- 
ing will include the listing 
plan, the people said. 

The decision marks the lat- 
est important win for the Big 
Board as it seeks to be the list- 
ing venue of choice for high- 
profile technology companies. 


It is also Snap’s latest major 
step toward an IPO that is ex- 
pected to value the company 
at between $20 billion and $25 
billion. That would make it the 
largest initial offering on a U.S. 
exchange since the 2014 debut 
of Chinese e-commerce com- 
pany Alibaba Group Holding 
Ltd., which was valued at 
roughly $168 billion when it 
went public. 

Both the NYSE, owned by 
Intercontinental Exchange 

Inc., and rival Nasdaq Inc. have 
been aggressively courting the 
listing for more than a year. 
Officials have been wooing the 
messaging company’s chief ex- 
ecutive, Evan Spiegel, as well 
as its chief strategy officer, Im- 
ran Khan, who is leading the 
IPO process, the people said. 

For the exchanges, the fight 
to win the Snap listing was 
particularly fierce as it follows 
one of the slowest years for 



The logo of the Snapchat app. 

new U.S. -listed issues in more 
than a decade. It isn’t clear 
when there will be another one 
this big or high-profile. 

Nasdaq had historically been 
a key destination for nascent 


technology companies, but 
since the glitch-filled IPO of 
Facebook Inc. on the exchange 
in 2012, NYSE has landed the 
majority of the dollar-volume 
raised in tech IPOs valued at $1 
billion or more, according to 
Dealogic. Recent big tech wins 
for the NYSE include the IPOs 
of Twitter Inc. and Alibaba. Be- 
tween 2006 and 2012, Nasdaq 
landed the majority of the dol- 
lar volume of tech issuance for 
companies of that size. 

While the exchanges are in 
fierce competition for every 
listing, IPOs such as Snap’s are 
seen as franchise-defining 
wins that help land subsequent 
business and become a key 
marketing tool. Among other 
incentives, the exchanges both 
offered to make promotional 
efforts to increase the visibil- 
ity of the Venice, Calif. -based 
company’s listing, people fa- 
miliar with the matter said. 
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A Walgreens store sign. 

Drugstore 
Giants 
Lower 
Deal Price 

By Austen Hufford 


Walgreens Boots Alliance 
Inc. and Rite Aid Corp. agreed 
to reduce the amount Wal- 
greens would pay for its rival 
by at least $2 billion, after the 
two companies struggled to 
get antitrust enforcers to bless 
the big drugstore deal. 

Walgreens in October 2015 
agreed to buy Rite Aid for $9 a 
share, or about $9.4 billion, in 
a combination that would re- 
sult in a drugstore chain with 
more than 10,000 U.S. stores. 

Antitrust regulators had 
raised concerns that such a 
large company could hold too 
much sway in negotiations 
with pharmacy-benefits man- 
agers such as CVS Health 
Corp.’s Caremark or Express 
Scripts Holding Co., which 
handle corporate and govern- 
ment drug plans. 

Walgreens and Rite Aid on 
Monday agreed to jettison up 
to 200 stores in addition to 
the 1,000 they originally envi- 
sioned selling when the deal 
was first announced. 

The new agreement would 
value Rite Aid at between $6.8 
billion and $7.4 billion, de- 
pending on required store di- 
vestitures. 

The per-share value of the 
new deal would range from $7 
per share if 1,000 stores or 
fewer need to be sold, to as 
low as $6.50 per share if 1,200 
store divestitures are required. 
The original deal expired Jan. 
27, and the new one is set to 
expire at the end of July. 

Rite Aid shares on Monday 
dropped 17% in afternoon 
trading to $5.72, and Wal- 
greens shares slipped 0.1% to 
$81.39. 

Walgreens was the largest 
drugstore chain in the U.S., 
with about 8,200 locations, 
when it agreed to buy No. 3 
Rite Aid and its nearly 4,600 
U.S. stores. 

CVS Health, which had 
about 7,800 locations when 
the Walgreens-Rite Aid deal 
was announced, also is ex- 
panding its U.S. footprint fol- 
Please see PRICE page B2 
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lowing a deal to buy Target 
Corp.’s more than 1,600 phar- 
macies. 

Walgreens and Rite Aid, in 
response to antitrust con- 
cerns, said in December that 
they would sell 865 stores to 
Fred’s Inc., a regional drug- 
store chain that only had 
about 650 stores before the 
agreement was announced. 

Both Rite Aid and Wal- 
greens have a major presence 
in states such as California, 
New York and Massachusetts, 
while in others, including Flor- 
ida, Texas and Illinois, there 
isn’t any overlap. 

At a meeting with investors 
last week, Walgreens Chief Ex- 
ecutive Officer Stefano Pessina 


said the companies were dis- 
cussing “all instruments and 
actions” they could put in 
place to win approval from the 
Federal Trade Commission. 

Earlier this month, Mr. Pes- 
sina said Walgreens had no 
backup plan should U.S. anti- 
trust regulators reject the tie- 
up with Rite Aid. 

“We don’t want even to 
think the deal could not be ap- 
proved after so many months,” 
he said. 

Walgreens Boots Alliance 
was formed when Walgreen 
Co. completed the acquisition 
of European drugstore chain 
Alliance Boots GmbH at the 
end of 2014, giving the Deer- 
field, 111. -based company a sig- 
nificant presence overseas. 

Alliance Boots operates the 
U.K. drugstore chain Boots and 
has a vast drug-distribution 
business in Europe. 
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♦ As with all investments, 
appropriate advice should 
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binding contract. ♦ 


BUSINESS OPPORTUNITY 

DIRECT LENDER/HEDGE FUND 


$80 million construction loan needed - 
non-recourse, standard carve-outs. 

Branded residences with Luxury hotel on 
direct beachfront property. 

* #1 Luxury hotel chain in the world, 
on #1 beach in USA (TripAdvisor) 

* Brand Managed, 5 year NOI Guaranty 
from Fortune 200 company. 

Land owned with all zoning rights. 

Project spade-ready, need 45 days closing. 

Serious inquiries only. Email: luxeclwb@gmail.com 
Tel: Dave +1 727-421-1250 
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Save Up To 60% 

First & Business 


INTERNATIONAL 

Major Airlines, Corporate Travel 
Never Fly Coach Again! 

www.cooktravel.net 
(800) 435-8776 
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Legal Notices 


BANKRUPTCIES 


NOTICE TO CREDITORS 

of PRINCIPAL OFFICERS OF MAPLE BANK GmbH, TORONTO BRANCH 
RE: NOTICE OF PRINCIPAL OFFICERS CLAIMS BAR DATE IN RESPECT OF CLAIMS ASSERTED AGAINST PRINCIPAL 
OFFICERS OF MAPLE BANK GmbH, TORONTO BRANCH ("Maple Bank") 

PLEASE TAKE NOTICE that this notice is being published pursuant to an Order of the Superior Court of Justice of 
Ontario [Commercial List] made January 27, 2017 (the "Claims Bar Order"). The Claims Bar Order provides that Proofs 
of Claim must be submitted to the Liquidator by 4:00 p.m. Eastern Time on February 28, 2017 (the "Principal Officers 
Claims Bar Date") for any Claim against the individuals who are or have been Principal Officers of Maple Bank and that 
relate to amounts for which such individual may in law be liable to pay in his or her capacity as Principal Officer and 
that arose prior to the Winding-Up Date including, without limitation, any Claims arising in such individual's capacity 
as an officer and/or director of Maple Financial Group inc.. Maple Futures Corp., Maple Holdings Canada Limited, Maple 
Securities Canada Limited, Maple Trade Finance Inc., Maple Securities U.S.A. Inc., Maple Arbitrage Inc., Maple Trade 
Finance Corp, Maple Commercial Finance Corp, and Maple Partners America Inc. (each, an "Affiliate" and collectively 
the "Affiliates"), to the extent that such individual served in such role in his or her capacity as Principal Officer of 
Toronto Branch, and that arose prior to the Winding Up Date. Creditors can obtain the Claims Bar Order and a Proof 
of Claim package from the website of the Liquidator (http://www.kpmg.com/ca/maplebank) or by contacting the 
Liquidator by telephone (416) 777- 8415, by fax (416) 777-3364 or by email (pjreynolds@kpmg.ca). 

TAKE NOTE THAT CLAIMS, EXCEPT ANY CLAIMS ASSERTED ON THE BASIS OF FRAUD, INTENTIONAL MISCONDUCT 
OR ILLEGAL ACTIONS OR AS ASSERTED BY THE GIA OTHERWISE IN RESPECT OF THE PRINCIPAL OFFICERS (AS 
OUTLINED ABOVE) WHICH ARE NOT RECEIVED BY THE PRINCIPAL OFFICERS CLAIMS BAR DATE WILL BE BARRED 
AND EXTINQUISHED FOREVER. 

Completed Proofs of Claim in respect of Claims against the Principal Officers (as outlined above) must be received 
by the Liquidator by 4:00 p.m. (Eastern Time) on FEBRUARY 28, 2017 . It is your responsibility to ensure that the 
Liquidator receives your Proof of Claim by the above-noted time and date. 

DATED at Toronto this 31st day of January, 2017. 

KPMG Inc. in its capacity as Court-appointed 
Liquidator of Maple Bank GmbH, (Toronto Branch) 

Bay Adelaide Centre 
333 Bay Street, Suite 4600 
Toronto, ON M5H 2S5, Canada 

Attention: Phillip J. Reynolds: pjreynolds(3kpmg.ca 

Fax: (416) 777-3364 

Phone: (416) 777-8415 


BUSINESS & FINANCE 



Passengers waited at Atlanta’s Hartsfield-Jackson International Airport on Sunday after Delta Air Lines grounded all U.S. flights. 


More Delta Flights Canceled 


By Susan Carey 


Delta Air Lines Inc., which 
on Sunday night grounded its 
flights for more than five 
hours because of a technology 
outage, said “multiple sys- 
tems” were affected but as of 
Monday afternoon hadn’t ex- 
plained precisely what went 
wrong. 

The major outage, the air- 
line’s second since August, led 
it to cancel about 170 of its 
5,200 daily flights Sunday and 
another 110 on Monday, and 
caused lengthy delays. Delta 
also warned that further can- 
cellations could be possible. 

According to FlightA- 
ware.com, a flight-tracking 
site, many of Delta’s Monday 
cancellations were at the air- 
line’s hubs in Atlanta, Detroit, 
Minneapolis and New York’s La 
Guardia Airport. The service 
also showed some 223 Delta 
flights being delayed as of 
Monday afternoon. 

In Twitter posts Monday 
morning, President Donald 
Trump blamed Delta, protest- 
ers and Sen. Charles Schumer 
(D., N.Y.) for delays and confu- 
sion at airports over the week- 


end, saying the executive order 
he signed late Friday restrict- 
ing travel from seven Muslim- 
majority countries had led to 
minimal disruptions. 

Delta declined to comment on 
the president’s tweets. A spokes- 
man for Mr. Schumer said the 
tweet “on its face is laughable.” 

Delta’s Sunday outage oc- 
curred amid large demonstra- 
tions at some airports across 
the U.S. in opposition to the 
president’s travel ban. 

Massive protests erupted on 
Saturday and Sunday at air- 
ports in New York, Dallas, At- 
lanta, San Francisco, Portland, 
Ore., Chicago, Los Angeles and 
near Washington, D.C. 

Delta, the nation’s No. 2 air- 
line by traffic, said its essen- 
tial information-technology 
systems were restored after 
midnight Sunday. 

Some of the flight cancella- 
tions didn’t show up on its 
website, mobile app or on air- 
port information screens and 
some passengers experienced 
delays upon landing, the com- 
pany said. This led to long 
lines in terminals, agents hav- 
ing to check in passengers 
manually and some arriving 


flights stuck on the tarmac for 
hours, according to travelers. 

Atlanta-based Delta said it 
is offering passengers refunds 
if their flights were canceled 
or delayed more than 90 min- 
utes. It also is letting custom- 
ers who were supposed to fly 
Sunday or Monday to move 
their travel through Friday 
without incurring a change fee. 

Delta, which has a much 
better track record than its big 
U.S. rivals for being punctual 
and not scrubbing many 
flights, suffered a major IT 
meltdown last August that 
forced it to cancel more than 
2,000 flights over the course 
of several days. 

An inspection later revealed 
that 300 of its 7,000 servers 
weren’t wired to back-up 
power. When the servers on 
dual-power sources came back 
on, the 300 didn’t, causing the 
entire system to crash. 

Gil Hecht, chief executive of- 
ficer of Continuity Software 
Inc., helps companies in bank- 
ing, telecommunications and 
other industries validate the re- 
siliency of their IT systems. He 
said Monday that airlines aren’t 
more complex than other in- 


dustries when it comes to IT. 

“You have a very wild com- 
bination of very old systems 
sitting on old mainframes and 
some pieces of business ser- 
vices that reside on the main 
frame, in private clouds, on 
web services.. .some in remote 
locations,” he said. As a result, 
downtime and outages “will 
continue to happen,” although 
the frequency and damage can 
be minimized through testing. 

But Mr. Hecht said airlines 
and others find it too risky to 
test by “literally pulling the 
power to make sure you have 
redundant power.” 

Instead, he said, airlines need 
to conduct tedious audits, using 
software often sold by compa- 
nies such as his, to check 
whether critical systems are 
configured correctly, and work- 
ing with other critical systems, 
and to ensure that a redundant 
system will spring to life imme- 
diately when a primary server 
or layer of the architecture fails. 

“Their disaster-recovery re- 
mote location should have 
taken over everything,” Mr. 
Hecht said of Delta, without 
having firsthand knowledge of 
what went wrong. 
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have delivered 66 C919s by 
2036— fewer even than other 
new entrants such as Canada’s 
Bombardier Inc. 

The global single-aisle mar- 
ket is shared more or less 
evenly by Boeing’s 737 and 
Airbus’s A320 families. These 
jets typically carry 130-200 
passengers on flights of one to 
four hours. 

Chinese airlines and lessors 
have bought about 2,000 of 
these jets, and will likely buy 
thousands more, with Boeing 
forecasting that by 2035 China 
will spend $1 trillion on new 
airliners, including more than 
5,000 single-aisle planes, to 
satisfy its burgeoning demand 


for air travel. 

With a fifth of Boeing’s fu- 
ture sales set to come from 
China, President Donald 
Trump’s threat to slap hefty 
tariffs on Chinese imports rep- 
resents potentially serious tur- 
bulence for the U.S.’s largest 
exporter, which claims China 
sales directly support 100,000 
American jobs. 

China’s possible response to 
such tariffs, state media has 
said, would be to tear up or- 
ders for Boeing planes— 
though that, in turn, could 
have an impact on jobs in 
China. Factories there are crit- 
ical links in Boeing’s global 
supply chain, feeding the com- 
pany’s final-assembly plants in 
Washington state with sec- 
tions of the 737 and of the 
new 787 Dreamliner. 

As Beijing requires, foreign 


participants have worked on 
the C919 in conjunction with 
Chinese joint-venture part- 
ners. 

Even if considered a poten- 
tial rival to Boeing, the C919 is 
for dozens of other American 
companies a welcome inroad 
into the Chinese market, said 
Geoffrey Jackson, executive- 
director of the U.S.-China Avi- 
ation Cooperation Program, a 
Beijing-based body created by 
the U.S. government and aero- 
space companies. 

The aircraft symbolizes the 
interdependency of the U.S. 
and Chinese aerospace indus- 
tries at a time when U.S.- 
China trade is in the spotlight, 
analysts say. 

While such collaboration in- 
evitably teaches China about 
the technology brought by the 
foreign partner, American 


companies protect future sales 
by providing systems that are 
less than cutting-edge, said 
Richard Aboulafia, vice presi- 
dent of Teal Group Corp., an 
aviation intelligence company. 
They gamble that they can in- 
novate faster than their Chi- 
nese partners are able to close 
the gap. 

The C919 won’t be in the 
hands of its first customer, 
state-owned China Eastern 
Airlines, for several more 
years— and faces a battle for 
orders against better known 
rivals. 

Mr. Zhou, the Chinese engi- 
neer, asserted that the capa- 
bility gap between Comae and 
Boeing is smaller than many 
people realize. But “the gap in 
reputation,” he said, “is huge.” 

—Junya Qian 

contributed to this article. 
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risk of deflation, and the 
yield curve was the flattest 
since 2007. Even after the 
recent steepening, the gap 
between 10-year and two- 
year Treasurys is just above 
the postcrisis lows reached 
in 2012 and 2015. 

Michael Gapen, chief U.S. 
economist at Barclays PLC, 
said the curve isn’t steeper 
because any Trump stimu- 
lus-assuming it comes— is 
arriving when the economy 
is already close to full em- 
ployment. 

“It might just hasten the 
end of the cycle because it 
comes so late in the cycle it 
doesn’t really change the 
long-term outlook,” he said. 

If Mr. Trump’s stimulus 
plans are implemented by 
Congress— a big if— they 
might end up boosting infla- 
tion more than real growth. 
That is reflected in the rise 
in the bond market’s implied 
inflation expectations, 
known as break-even infla- 
tion. It is back above 2% for 
the next 10 years for the 
first time since 2014. 

A proxy for expected real 
growth, the after-inflation 
yield on 10-year Treasury in- 
flation-protected securities, 
rose fast after the election 
before giving back some of 
its gains following the Fed- 


eral Reserve’s December rate 
increase. Yet even at its De- 
cember peak of 0.74% plus 
inflation, it wasn’t quite 
back to where it stood a year 
earlier and was nowhere 
near the pre-2008 norms. 

One interpretation: Inves- 
tors think the downward 
pressures on growth and in- 
flation from the aging popu- 
lation are greater than any 
likely productivity gains 
from cutting red tape or im- 
proving infrastructure. The 
most Mr. Trump can do is 
make America a little bit 
greater than it otherwise 
would be, not the catchiest 
of campaign slogans. 

Some critics argue that 
the 30-year Treasury is a 
flawed measure of hopes for 
growth. It isn’t heavily 
traded, and government de- 
cisions on issuance, plus 
price-insensitive demand 
linked to pension obliga- 
tions, can be as important as 
beliefs about long-run 
growth. 

This may be true, but it’s 
also obvious that if investors 
truly believed Mr. Trump 
would deliver a big and per- 
manent boost to growth or 
inflation, few would want 
30-year bonds at a yield of 
just over 3%. It may not be 
perfect, but it’s a good 
enough measure. 

Knowing what the market 
as a whole is pricing in cre- 
ates opportunities for inves- 
tors who have a strong view 


The Market's 
View of Trump 

Bond markets are pricing in 
faster growth and inflation 
since the election, with 
10-year Treasury yields rising 
much more than short-dated 
yields. But the long-run 
outlook remains depressed, 
with 30-year yields failing to 
keep up with the 10-year. 

H 10-year 30-year 

minus minus 

2-year 10-year 

yield yield 

Weekly data 
3 percentage points 


of what Mr. Trump will 
achieve. More growth, more 
inflation or more policy 
chaos all have scope to move 
the market a lot. The prob- 
lem is for those who have 
little idea what the man in 


U.S. Treasury yield curve 

Daily data 

1.50 percentage points 



the White House represents; 
the usual diversification be- 
tween shares and bonds of- 
fers little protection against 
the risk of a trade war, when 
both could suffer as inflation 
rises and profits fall. 
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Facebook 

Resets 

Password 

Technology 

By Robert McMillan 


Facebook Inc. is unveiling 
new technology to let its 1.79 
billion users reset passwords 
for other websites using its 
platform, an effort to further 
entrench the social network in 
people’s digital lives. 

The technology, dubbed del- 
egated account recovery, gives 
users who have forgotten their 
passwords or been locked out 
of an account after a mobile- 
phone switch a new way to 
verify their identity so they 
can log into password-pro- 
tected sites. 

Currently, websites gener- 
ally request email addresses 
or mobile-phone numbers that 
can be used to aid people who 
forget their passwords. 

Criminals sometimes 
abuse these password-reset 
systems to break into online 
accounts. 

In a scam detailed by re- 
searchers at Symantec Inc. last 
year, for example, criminals 
tricked Gmail users into dis- 
closing verification codes sent 
via text message. 

Facebook, which has long 
tried to make its service more 
central to people’s internet 
use, already enables logins to 
many websites via users’ Face- 
book accounts. But it doesn’t 
play a role in resetting pass- 
words on other sites. 

With delegated account re- 
covery, a user would first link 
the site’s password recovery 
service to his Facebook ac- 
count. Then, after losing a 
password, he could click on a 
“recover this account” button 
within Facebook to reset the 
non-Facebook account, after 
first reconfirming his identity 
with Facebook. 

The company thinks its new 
tool could be more secure than 
existing recovery techniques, 
and eventually would like to 
see other sites use it to help 
Facebook users recover their 
accounts, said Brad Hill, a se- 
curity engineer at Facebook 
who worked on the technol- 
ogy. 

Email, for example, doesn’t 
offer the end-to-end crypto- 
graphic security of Facebook’s 
system, he noted. 

“The industry has spent a 
lot of time on the password 
problem, but we haven’t made 
a lot of traction on making ac- 
count recovery better,” Mr. 
Hill said. 

The technology initially will 
only work on websites, al- 
though Facebook eventually 
could extend it to work on 
apps too, he said. 

On Monday, Facebook pub- 
lished specifications describ- 
ing how its system works, so 
other websites can test it to 
see if they want to add it as an 
option for their users. 

Facebook has worked with 
GitHub Inc., a software-de- 
veloper website, on an early 
experiment of the system 
that would allow GitHub us- 
ers to reset their accounts, he 
said. 

GitHub expects to go live 
with its system on Tuesday, a 
GitHub spokeswoman said. 


‘Edtech’ Stumbles in Silicon Valley 





The Teach to One math app provides students with a personalized portal to track their progress. 


By Stu Woo 


MOUNTAIN VIEW, Calif.- 
Last fall, the public school dis- 
trict here in Silicon Valley’s 
epicenter ditched its conven- 
tional sixth-grade math curric- 
ulum for a course that relied 
on software. 

Behind the new program, 
which students accessed from 
Chromebooks provided by the 
school, was New Classrooms, a 
nonprofit education technol- 
ogy startup backed by the 
foundation of Microsoft Corp. 
co-founder Bill Gates, who 
called it “the future not only of 
math, but a lot of subjects.” 

Parents in Mountain View, 
home to Google parent Alpha- 
bet Inc., were optimistic the 
program— which blends 

teacher-led instruction with 
online lessons and assignments, 
tailored to each student’s abil- 
ity level— could accelerate their 
children’s progress. 

But weeks into the program, 
many complained that it was 
an incoherent, error-plagued 
mess, and demanded the 
schools return to the old 
teaching method. Earlier this 
month, the district announced 
it was canceling the program 
for the year. 

“You would think that, of all 
the places, Silicon Valley 
would be an ideal place, given 
that all of us embrace and use 
technology in our daily lives 
and are first adopters of any- 
thing that comes out,” said 
Alan Wessel, a bio-tech em- 
ployee and mathematics Ph.D. 
whose daughter was one of the 
Mountain View students re- 
ceiving New Classrooms in- 
struction. But the program, he 
said, “was not ready for prime 
time.” 

Educators world-wide are 
debating how, or whether, to 
integrate technology into 
classrooms. Some schools em- 


brace it as a way to personal- 
ize education. Others argue 
that classroom computers dis- 
tract students and hurt their 
ability to process and think. 

Some investors and philan- 
thropists view education tech- 
nology— edtech, in the par- 
lance of Silicon Valley— as one 
of the last frontiers, an indus- 
try not yet transformed by 
technology. 

In 2015 and 2016 combined, 
venture-backed edtech compa- 
nies, excluding nonprofits, re- 
ceived $2 billion in equity fi- 
nancing, according to Dow 
Jones VentureSource. Plenty of 
tech billionaires are pouring in 
their money, too. 


Manhattan-based New 
Classrooms was founded in 
2011 by two former teachers. 
The organization has an an- 
nual $20 million budget, of 
which 60% comes from philan- 
thropists such as famous tech 
billionaires, and 40% from fees 
that schools pay. 

In 2012, New Classrooms 
launched its sole instructional 
program, a course called Teach 
to One: Math, which evaluates 
how students fare on assign- 
ments and places them at ap- 
propriate levels within each 
class. For example, a student 
who aced fractions but failed 
at geometry might focus on 
advanced fractions one week 


and then work on filling in 
gaps in geometry the next 
week. 

“It’s a personalized curricu- 
lum,” said Joel Rose, New 
Classrooms’ chief executive 
and co-founder. 

For the 2016-17 year, New 
Classrooms joined with 40 
mostly public elementary, mid- 
dle and high schools, including 
Mountain View’s two middle 
schools, Graham and Critten- 
den. The Mountain View Whis- 
man School District estimated 
it would pay New Classrooms 
$478,250 this school year. 

Teach to One appealed to 
Mountain View’s school dis- 
trict, where 30% of students 


come from low-income house- 
holds, and the rest tend to be 
the children of highly edu- 
cated, tech-sector employees, 
one school official said. In an 
email to parents in September, 
Assistant Superintendent 
Cathy Baur said the district’s 
goal was to “meet the diverse 
needs of each student.” 

But after they started quiz- 
zing their children about 
Teach to One, many parents 
didn’t like what they heard. 

Mountain View parent Mr. 
Wessel said he would log into 
his sixth-grade daughter’s ac- 
count every day to look at the 
next day’s lesson plan. He said 
he found multiple-choice ques- 
tions with mismatched an- 
swers and that the order of the 
lessons didn’t make sense. 

Mr. Rose said miscoded an- 
swers were rare and that 
Teach to One presents new 
math concepts to students 
when they are ready for them. 

On the other side of San 
| Francisco Bay, Oakland Unified 
S School District math director 
3 Phil Tucher said Teach to One 
g was helping one middle school, 
z doubling the total minutes of 
math instruction for students. 
He said it was still too soon to 
assess the program’s long- 
term impact at that school and 
at another site. 

In early December, the 
Mountain View district re- 
ceived a letter signed by more 
than 180 parents asking that 
Teach to One be discontinued. 
On Jan. 12, Mountain View’s 
school district announced it 
was immediately dropping 
Teach to One. 

New Classrooms’ Mr. Rose 
said it was a communication 
problem. “There was a subset 
of parents of higher-achieving 
students who didn’t fully un- 
derstand how Teach to One op- 
erated and how much it bene- 
fited their children,” he said. 


Draft King's Gets 
A Win in Europe 



Fantasy-sports website DraftKings received a license to operate in much of the European Union. 


By Chris Kirkham 


Fantasy-sports company 
DraftKings Inc., which has 
faced a series of legal and reg- 
ulatory challenges in the U.S., 
said it has received a license 
that will allow it to operate in 
much of the European Union. 

The license from the Malta 
Gaming Authority gives Bos- 
ton-based DraftKings the abil- 
ity to offer its service in EU 
countries where there aren’t 
separate regulations governing 
daily fantasy sports. The com- 
pany began operating last year 
in the U.K., which requires its 
own license, and it is also ac- 
tive in Canada. 

DraftKings has its sights 
initially set on expanding in 
Germany and Malta by the end 
of March, said Jeffrey Haas, 
the company’s chief interna- 
tional officer. Mr. Haas said 
Germany has a long tradition 
of season-long fantasy sports, 
but he said there are no major 
daily fantasy operators in the 
country. 

“We looked at what allowed 
us to become successful in the 
U.S., and one of the key fac- 


tors was that we came into a 
marketplace where there was 
already a strong culture of 
fantasy sports,” Mr. Haas said. 

More than 90% of players 
on DraftKings today are from 
the U.S. The company expects 
international business to rep- 
resent 5% of its revenue by the 
end of this year, and 10% by 
the end of 2018. 

DraftKings and its onetime 
rival, FanDuel, which it agreed 
to merge with in November, 
run daily or weekly contests 
that allow players to assemble 
virtual teams of professional 
athletes and compete for 
prizes based on those athletes’ 
real-world performances. 

The companies were among 
the most aggressive television 
advertisers in the U.S. in ad- 
vance of the 2015 National 
Football League season, with 
DraftKings ranking as the 
country’s top TV advertiser in 
September 2015. That came 
thanks to backing from major 
sports leagues and media com- 
panies: DraftKings has invest- 
ments from Major League 
Baseball, the National Hockey 
League and 21st Century Fox 


Inc. (News Corp, parent com- 
pany of The Wall Street Jour- 
nal, shares common ownership 
with 21st Century Fox.) 

That advertising blitz 
helped lead to regulatory and 
legal probes by several state 
attorneys general, including in 
Texas and New York, over 
whether the websites violated 
state gambling laws. Both 
companies agreed to pay $6 
million in October to settle a 
lawsuit over their advertising 
practices brought by New York 
Attorney General Eric Schnei- 
derman. 

So far 10 states, including 
New York and Colorado, have 
laws recognizing the legality 


of such fantasy-sports sites. 
The companies currently have 
registered lobbyists in more 
than 30 states, according to an 
analysis from GamblingCom- 
pliance Research Services. 

Mr. Haas said the expansion 
in Europe is unrelated to the 
U.S. regulatory challenges, and 
that the company applied for 
the European license in spring 
2015, before any issues arose. 

“We’re running these strat- 
egies in parallel,” he said. “We 
believe the future of our busi- 
ness in the U.S. is going to be 
robust.” 

DraftKings has long argued 
that daily fantasy sports isn’t 
gambling, but rather a game of 


skill. It has a gambling license 
allowing it to operate in the 
U.K., which raised some eye- 
brows last year when the com- 
pany was simultaneously tell- 
ing state authorities it wasn’t 
a gambling operation. The li- 
cense in Malta is under a 
newly crafted regime known 
as a skill-games license. 

In targeting Germany, the 
company is betting on the 
enormous popularity of soccer 
in Europe. 

Mr. Haas said he expects 
soccer to eventually surpass 
American football and basket- 
ball as the most popular sport 
on the platform. “It’s just a 
matter of time,” he said. 


DEAL 

Continuedfrom pageBl 
eryone in India is the market’s 
typically low incomes, with 
many consumers paying for 
mobile-phone minutes and 
data only when they have 
spare change. The country’s 
average per-capita income is 
about $1,500 a year. That can 
make competition for new 
subscribers fierce. 

In November, Vodafone 
cited Mr. Ambani’s Reliance 
Jio Infocomm Ltd. when 
Vodafone disclosed its big In- 
dia write-down. Mr. Colao said 
at the time that Vodafone 
wasn’t losing customers, but 
added that more people were 
buying service plans from 
competitors. 

He called Reliance Jio’s pro- 
motions “unprecedented,” and 
said it was difficult to com- 
pete with a business that of- 
fers free products. 

Mr. Colao said at the time 
he expected consolidation in 
India, but also signaled Voda- 
fone was committed to the 
market. 

“The guys who will stay and 
be successful will take the 


Scrambled Numbers 

Vodafone has built the world's 
second-largest consumer 
subscriber base... 


...and this is how the global 
rankings might look if Vodafone 
India and Idea combine. 


Number of subscribers in millions, 2016 


1. China Mobile (Headquarters: China) 1. China Mobile (China) 
849 


2. Vodafone (U.K.) 


470 


3. Airtel (India) 

348 


5. Telefonica (Spain) 
275 


12. Idea (India) 
■ 179 


17. Verizon (U.S.) 
143 


18. AT&T (U.S.) 
135 


3. Airtel (India) 

348 


4. America Movil (Mexico) 
284 


5. Telefonica (Spain) 
275 


17. Verizon (U.S.) 
143 


18. AT&T (U.S.) 
135 


849 


2. Vodafone/Idea (India) 
I 379 


4. America Movil, (Mexico) 
284 


6. Vodafone ex-India (U.K.) 
■ 270 


Sources: Telecom Regulatory Authority of India (idea, Vodafone/Idea); 

Jackdaw Research (Verizon); the companies THE WALL STREET JOURNAL. 


benefits, and the benefits will 
be 10, 15 years down the 
road,” he said in November. 

Vodafone and Idea “would 
have been thinking about [a 


merger] in any case, but Jio 
coming in has accelerated the 
process,” said Shiv Putcha, a 
Mumbai-based analyst with 
research firm IDC. 


GM, Honda Push Fuel Cells 


By Mike Colias 


General Motors Co. and 
Honda Motor Co. Ltd. are 
ratcheting up their partnership 
to build fuel cells for use in fu- 
ture vehicles, as the auto in- 
dustry continues its push into 
the pricey, emissions-free 
technology despite barriers to 
commercial success. 

GM and Honda, which first 
teamed up on development in 
2013, said on Monday they 
have formed a joint venture to 
“mass produce” fuel-cell sys- 
tems at an existing GM facility 
south of Detroit, starting 
around 2020, the auto makers 
said in a statement Monday. 
The firms will split the $85 
million cost to fund the opera- 
tion, which they said will cre- 
ate nearly 100 jobs. They de- 
clined to specify what vehicles 
would be powered by the fuel 
cells, which produce electricity 
from hydrogen and oxygen. 

The lengthy time horizon 
underscores the plodding pace 
of fuel-cell commercialization. 
The high cost of building fuel- 
cell vehicles and a dearth of 


hydrogen refueling stations 
have stymied a broad rollout 
of fuel-cell cars, which would 
emit only water vapor. 

Car companies have been 
working for decades on the 
technology, but only a few 
models are available in the U.S. 
and sell in small numbers, 
mainly in California. Honda’s 
Clarity sedan went on sale last 
month. Toyota Motor Co. and 
Hyundai Motor Co. also sell 
fuel-cell vehicles in the U.S. 

The technology offers ad- 
vantages beyond zero emis- 
sions. Driving distance be- 
tween refuelings can exceed 
350 miles, easily beating bat- 
tery-electric vehicles and ex- 
ceeding the range of many gas- 
powered cars. Refueling takes 
just a few minutes, while elec- 
tric vehicles can take from 20 
minutes to several hours to re- 
charge. 

But steep prices and the 
cost of building hydrogen-fuel- 
ing stations have prevented a 
widespread rollout. Toyota’s 
Mirai sedan sells for about 
$45,000 after incentives, about 
$15,000 more than a compara- 


ble gas-powered car. Construc- 
tion of a hydrogen filling sta- 
tion can run about $1 millions. 

The cost hurdles have led 
auto makers to join forces to 
spread development costs and 
leverage economies of scale. 
Since teaming up in 2013, GM 
and Honda have essentially 
merged their fuel-cell engi- 
neering teams and even shared 
patents to “create a more af- 
fordable commercial solution” 
for fuel-cell cars. 

Toyota has been working 
with BMW AG on fuel cells. 
Ford Motor Co. in 2013 part- 
nered with Daimler AG and 
Nissan Motor Co. to develop 
affordable fuel-cell cars. 

Dan Nicholson, who runs 
GM’s global powertrain divi- 
sion, said at a press conference 
in Detroit Monday that fuels 
cells are “not a science project 
anymore” but a mainstream 
choice for buyers. 

Still, forecasts for industry 
sales are very modest. Re- 
search firm LMC Automotive 
predicts about 225,000 fuel- 
cell vehicles will be sold glob- 
ally in 2026. 
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BUSINESS NEWS 


Stretching the Boundaries 



Joanna Coles became Hearst Magazines' content chief after serving as editor of Cosmopolitan. 


Sony Plans Charge 
On Movie Business 


At Hearst Magazines, 
a new content chief 
fosters digital, TV and 
advertising initiatives 

By Jeffrey A. Trachtenberg 


When Cosmopolitan maga- 
zine editor Joanna Coles 
showed up at Snapchat’s Cali- 
fornia offices in the spring of 
2015 to pitch a new digital 
venture, she quickly realized 
she had left something impor- 
tant in the car: mock-ups 
meant to illustrate her idea. 

“It was a dreadful faux pas, 
but in the end it didn’t mat- 
ter,” says Ms. Coles, who was 
promoted last fall to chief con- 
tent officer at Cosmo parent 
Hearst Magazines, a unit of 
closely held Hearst Corp. 

That is partly because she 
and the messaging app’s chief 
executive, the famously pri- 
vate Evan Spiegel, already had 
developed a strong rapport. 

Ms. Coles had been one of 
Snapchat’s earliest champions, 
teaming with Mr. Spiegel to 
launch the Cosmo “channel” 
on the app’s “Discover” news- 
stand. On this visit, they 
hashed out a plan to launch 
another Discover channel, 
“Sweet,” which focuses on pop 
culture, beauty and fashion. 

“She saw how important 
Snapchat was becoming for 
her target audience and 
wanted to be in the driver’s 
seat and not the caboose,” 
says Peter Kreisky, a media-in- 
dustry consultant. 

Ms. Coles is pushing the 
boundaries at the legacy me- 
dia company to keep it rele- 
vant. Beyond forging ties with 
technology companies such as 
Snap Inc., whose holdings in- 
clude Snapchat, and Airbnb 
Inc., she has been experiment- 
ing with television and has 
taken a role in advertising ef- 
forts, showing a willingness to 
let business and editorial ac- 
tivities intersect in ways once 
seen as heresy in publishing. 

Before her promotion, Ms. 
Coles was best known as a 
veteran U.K. journalist who 


joined Hearst Magazines in 
2006 as Marie Claire’s editor 
in chief before jumping to 
flagship Cosmopolitan in 2012. 

The editor in chief role 
used to be the plum job at me- 
dia companies, a role with 
outsize influence and perks to 
match. For Ms. Coles and 
many of her contemporaries, 
however, content chief is the 
new aspirational title, impart- 
ing and stretching the sensi- 
bility of a brand like Cosmo- 
politan across platforms from 
Instagram to cable television. 

Few have gone as far as Ms. 
Coles, whose flair for fast, 
clever editorial ideas often 
generated revenue, says one 
former insider. The 54-year 
old is carving out her place in 
an industry that has had its 
share of celebrities, such as 
Conde Nast artistic director 
and editor in chief of Vogue 
Anna Wintour— the fashion 
powerhouse many believe in- 
spired the fictional film “The 
Devil Wears Prada”— and Van- 
ity Fair editor Graydon Carter. 

Observes Ms. Coles: “I’m an 
overnight sensation 30 years 
in the making.” 

Not everything has worked. 
During her tenure as Cosmo’s 
editor, she was unable to re- 
verse a steady decline in 


newsstand sales: Cosmopolitan 
sold an average of 350,000 
copies for the six-month pe- 
riod ended June 30, 2016, ac- 
cording to the Alliance for Au- 
dited Media, compared with 
an average of one million cop- 
ies monthly for the six-month 
period ended June 30, 2013. 

Hearst Magazines reported 
profit growth for the third 
consecutive year in 2016. But 
Cosmopolitan struggled with a 
15% decline in ad-page sales 
through October compared 
with the same 10-month pe- 
riod in 2015, according to the 
Publishers Information Bu- 
reau. Ms. Coles said the de- 
cline reflected weakness at re- 
tail in beauty and fashion. 

Ms. Coles is a fixture in the 
social scene of media elites, 
with pals including John 
Wren, CEO of ad giant Omni- 
com Group Inc. 

“She’s classically literate, 
business literate, digitally lit- 
erate and socially literate, but 
she’s the type of person who 
would never use the word lit- 
erate,” says Josh Sapan, the 
chief executive of cable pro- 
grammer AMC Networks and a 
friend of Ms. Coles. 

Pop culture can be tricky. 
When Ms. Coles put the Kar- 
dashian family on the cover of 


Cosmopolitan’s 50th anniver- 
sary issue with a cover line 
that read “America’s First 
Family” she was stunned to 
see thousands of negative 
comments quickly appear on 
Instagram. “It was so vehe- 
ment,” she says. 

Ms. Coles’s rise comes as 
Hearst and its rivals— such as 
Time Inc. and Conde Nast— are 
struggling with print-advertis- 
ing and newsstand revenue. 
They are also battling for ev- 
ery digital dollar at a time 
when Google and Facebook at- 
tract nearly 58% of U.S. digital 
ad spending, according to 
eMarketer. 

Ms. Coles believes Snap, 
whose board she joined in late 
2015, is part of the answer to 
that challenge. The Cosmopoli- 
tan channel on Snapchat 
draws an estimated 26 million 
monthly unique visitors, while 
Sweet attracts 15 million, ac- 
cording to Hearst. Although 
the two channels account for 
less than 10% of digital reve- 
nue from Hearst Magazines, 
they are expected to become 
vital contributors, said David 
Carey, president of Hearst 
Magazines. “Snapchat isn’t 
Facebook yet, but it has huge 
potential,” he says. Snapchat 
declined to comment. 


By Takashi Mochizuki 
And Ben Fritz 


Sony Corp. said Monday it 
would write down nearly $1 
billion on its film and TV stu- 
dio after a dismal year at the 
box office that included such 
disappointments as the reboot 
of “Ghostbusters,” the Ang Lee 
drama “Billy Lynn’s Long Half- 
time Walk” and “Da Vinci 
Code” sequel “Inferno.” 

The company attributed the 
write-down primarily to the 
decline in home-entertainment 
spending, which fell 7% in the 
U.S. last year as DVD sales 
continued to plummet and 
growth in digital sales slowed. 
Consumers favored subscrip- 
tion streaming services such 
as Netflix Inc. 

Sony also said it was reduc- 
ing profitability projections 
for its films, but that it 
planned to mitigate those de- 
clines with unspecified steps. 

“We knew the movie [busi- 
ness] isn’t in good shape, but 
the write-down was a total 
surprise,” said Damian Thong, 
an analyst at Macquarie Secu- 
rities. 

The television business, 
which generates the majority 
of Sony Pictures Entertain- 
ment’s profit, has been much 
healthier. 

Since the departure of long- 
time movie chief Amy Pascal 


after a devastating computer- 
system hack three years ago, 
Sony has been trying to turn 
around its struggling film 
business. But attempts to start 
or revive new global fran- 
chises have faltered and it has 
ranked No. 5 out of Holly- 
wood’s six major studios for 
the past two years at the do- 
mestic box office. 

Ms. Pascal’s successor, vet- 
eran Twentieth Century Fox 
executive Tom Rothman, has 
said he is trying to fix the 
movie business with a new in- 
ternational focus, but that ef- 
fort has yet to bear fruit. 

Sony Pictures is in the mid- 
dle of a leadership transition 
after its chief executive, Mi- 
chael Lynton, said two weeks 
ago he will step down to focus 
on his role as chairman of the 
board at messaging-app giant 
Snap Inc. Mr. Lynton and Sony 
Corp. Chief Executive Kazuo 
Hirai are running Sony Pic- 
tures together for the next six 
months as they search for a 
successor to run the studio. 

The noncash impairment 
charge of ¥112.1 billion ($974 
million) will be taken in the 
October-December quarter, 
Sony said. It said the impact 
on results for the current fis- 
cal year, which ends March 31, 
will be released Thursday as 
part of a quarterly earnings 
announcement. 



A 'Ghostbusters' reboot contributed to Sony film and TV troubles. 
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BUSINESS WATCH 


TOYOTA 

VW Grabs Top Spot 
In Vehicle Sales 

Toyota Motor Corp. is no lon- 
ger the world's largest car maker 
by vehicle sales, relinquishing a 
title held since 2012. 

The company said Monday it 
sold 10.2 million vehicles world- 
wide in 2016, up 0.2% from the 
previous year. Rival Volkswagen 
AG sold 10.3 million, riding 
strong sales in China— its sec- 
ond-largest market after Europe. 

Toyota, by contrast, relies 
heavily on Japan and the U.S. 
Growth is slow in the former— it 
sold 2.2 million vehicles there 
last year, up just 2.8%— and the 
U.S. market is hot for trucks and 
sport-utility vehicles. 

—Sean McLain 

BANDAI NAMCO 

'Father of Pac-Man' 
Game Dies at 91 

Masaya Nakamura, the "Fa- 
ther of Pac-Man" who founded 
the Japanese videogame com- 
pany behind the hit creature-gob- 
bling game, has died. Fie was 91. 

Mr. Nakamura, who died on 
Jan. 22, founded Namco, part of 
Bandai Namco, in 1955. It 
started out as just two mechani- 
cal-horse rides on a department- 
store rooftop but went on to pi- 
oneer game arcades and 
amusement parks. Bandai Namco 
was formed in 2005 from a 


merger of two game companies. 

Pac-Man, designed by Namco 
engineer Torn Iwatani, went on 
sale in 1980, when there were 
few rival games. The plucky yel- 
low circle with the huge mouth 
was a huge hit. 

—Associated Press 

GRABTAXI 

Uber Rival Hires 
Ex-Indonesia Officer 

Singapore-based ride-hailing 
company GrabTaxi Holdings Pte. 
Ltd. said Monday that a former 
chief of Indonesia's police has 
joined the company as an execu- 
tive to help Grab comply with 
tough ride-hailing rules in South- 
east Asia's biggest economy. 

Badrodin Haiti, national police 
chief from April 2015 to July 
2016, will serve as president com- 
missioner of Grab's Indonesian 
unit. He will oversee and ensure 
Grab Indonesia's corporate gover- 
nance and long-term sustainabil- 
ity and report to Grab's board of 
directors, the company said. 

"Mr. Haiti will play a guiding 
role to ensure Grab contributes 
constructively to the implemen- 
tation of new transport regula- 
tions and safety guidelines," said 
Ridzki Kramadibrata, managing 
director of Grab Indonesia. 

Indonesia is Grab's largest 
market by completed rides 
across all platforms, the com- 
pany has said without disclosing 
daily ridership. The ride-hailing 
market in the world's fourth- 


most-populous country is fore- 
cast to grow 22% annually, 
reaching $5.6 billion by 2025 
from $800 million in 2015, ac- 
cording to a report by Alphabet 
Inc.'s Google and Singapore state 
investment firm Temasek Hold- 
ings Pte. Ltd. 

—Resty Woro Yuniar 

TEMPUR SEALY 

Contracts With Chain 
To Be Terminated 

Shares of mattress maker 
Tempur Sealy International Inc. 
plunged 29% after it said its con- 
tracts with its biggest retailer, 
Mattress Firm Holdings Corp., 
would be terminated. 

Sleep retailer Mattress Firm 
has more than 3,500 stores 
across 49 states, including its 
namesake brand and Sleepy's, 
and accounted for about one- 
fifth of Tempur Sealy's sales in 
2016. 

Steinhoff International Hold- 
ings NV, Africa's retailing giant, 
bought Mattress Firm for $2.4 
billion last fall. Last February, 
Mattress Firm bought the owner 
of Sleepy's. Tempur Sealy makes 
well-known brands of memory- 
foam mattresses, including those 
under the Tempur-Pedic and 
Sealy names. 

In a filing last February, Tem- 
pur Sealy said it had a long-term 
supply agreement in place with 
Mattress Firm, which it recently 
had extended. 

—Austen Hufford 



Masaya Nakamura, center, in 2005. Mr. Nakamura, who died on Jan. 22, founded Namco in 1955. 
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Wells Fargo, Shareholders Spar 


Bank faces calls to 
disclose more data on 
risk management, 
bonus payments 

By Emily Glazer 
and Joann S. Lublin 


In the wake of its sales - 
practices scandal, Wells Fargo 
& Co. shareholders are propos- 
ing resolutions for this 
spring’s annual meeting to de- 
mand more information about 
risk management, directors’ 
suitability for the board 
and employees’ bonus pay- 
ments. 

The bank is responding by 
having directors and execu- 
tives meet with shareholders. 
But in some instances, it is 
pushing back. 

Wells Fargo has submitted 
what is for it a record number 
of requests to the Securities 
and Exchange Commission to 
keep shareholder proposals off 
its proxy statement. The six 
no-action request letters filed 
with the SEC are the most by 
the bank since the agency be- 
gan posting such requests in 
2007. 

The bank drew investors’ 
ire when it emerged in Sep- 
tember that Wells Fargo had 
opened as many as 2.1 million 
accounts using fictitious or 
unauthorized customer infor- 
mation. It paid a $185 million 
settlement and faces a spate of 
other investigations. 

Wells Fargo spokesman An- 
cel Martinez said the bank reg- 
ularly engages with its inves- 
tors to “understand and 
discuss points of view on gov- 
ernance and related matters.” 
He added that “like many 
other companies,” Wells Fargo 
routinely files no-action let- 
ters, which vary each year 
based on the proposals it re- 
ceives. 

In December letters to the 
SEC, Wells Fargo attempted to 
exclude several proposals it 
says duplicate an accepted 
proposal submitted in October 



Wells Fargo is working hard to keep shareholder proposals off its proxy statement. 


by the Sisters of St. Francis of 
Philadelphia and other co-fil- 
ers including Walden Asset 
Management. That measure 
seeks information about “the 
root causes of the fraudulent 
activity and steps taken to im- 
prove risk management and 
control processes” and “evi- 
dence that incentive systems 
are aligned with customers’ 
best interests,” among other 
requests. 

But other shareholders say 
that is a tactic by Wells Fargo 
to keep out proposals that dig 
deeper into the issues. A letter 
from the New York State Com- 
mon Retirement Fund oppos- 
ing one Wells Fargo request 
for a no-action letter said its 
proposal and the previously 
accepted one aren’t the 
same, according to a letter re- 
viewed by The Wall Street 
Journal. 

Though both proposals 
mention incentive compensa- 
tion, the proposal from 
New York’s public retirement 
system wants Wells Fargo to 
identify employees whose in- 
centive-based compensation 
may have exposed the bank to 


material financial loss, accord- 
ing to letters reviewed by The 
Journal. Another proposal by 
Harrington Investments 
asks for a report from the bank 
on its incentives or activities 
that posed the greatest risk. 

Wells Fargo also wrote to 
the SEC that one proposal ask- 
ing about how ethics are fac- 
tored into pay had already 
been implemented. The bank 
cited its 2016 proxy and com- 
pensation changes put in place 
in 2011, although those were 
both before the bank’s sales- 
tactics scandal exploded into 
public view in September 2016. 

While Wells Fargo is fight- 
ing some proposals, it is trying 
to hear out investors. 

Chief Executive Timo- 
thy Sloan in mid-October said 
the investor relations team is 
“doubling down” with large in- 
vestors to be “more proactive 
than we’d normally be” in the 
next few weeks and months, 
according to an internal call 
reviewed by The Journal. 

Sister Nora Nash, who filed 
the proposal on behalf of the 
Sisters of St. Francis, said 
she and about 20 Wells Fargo 


Looking Ahead at Oil Prices 

Where investment banks in January's survey see the price 
of U.S. crude-oil futures in the next few quarters 

$110 


100 

90 

80 

70 

60 

50 

40 

30 

20 

10 

0 


m t 


•? 

• : 

« 


Nymex crude oil, price per barrel* 

-through Jan. 27 


2Q 


3Q : 4Q 


I Standard 
Chartered 

I HSBC 
Citigroup 
RBC 
UBS 

I Bank of America 
Merrill Lynch 

Credit Suisse 
I BNP Paribas 
I Societe Generale 
Deutsche Bank 
J.P. Morgan 
I Barclays 
I Commerzbank 
I ING Bank 


12014 12015 12016 

Sources: WSJ Market Data Group (oil price); the companies (forecasts) 


12017 


THE WALL STREET JOURNAL. 


Oil -Price Forecasts Turn Higher 


By Georgi Kantchev 

Analysts are raising their 
oil-price forecasts for the first 
time in five months, even as 
they continue to see a pleth- 
ora of risks for this market. 

Members of the Organiza- 
tion of the Petroleum Ex- 
porting Countries and other 
big producers said this month 
that they are abiding by their 
historic agreement last year to 
cut production. Oil prices have 
risen by about a fifth since 
that deal was struck. 

A survey of 15 investment 
banks by The Wall Street Jour- 
nal predicts that Brent crude, 
the international oil-price 
benchmark, will average $56 a 
barrel this year. That predic- 
tion is up by about a dollar 
from last month’s survey. 

The banks expect U.S. West 
Texas Intermediate crude to 
average $55 a barrel this year, 
also up by a dollar. 

While analysts said the pro- 
duction cuts will help the mar- 
ket rebalance after more than 
two years of oversupply, a num- 
ber of wild cards remain. Those 
include rising U.S. production 
and slowing demand growth. 

“The OPEC deal put a floor 
under prices. We were in a $40- 
to-$50-a-barrel world and now 
we are in a $50-to-$60 world,” 
said Michael Wittner, chief oil 
analyst at Societe Generale SA. 
“But how long that world lasts 
remains to be seen.” 


On Monday, Brent dropped 
0.5%, to settle at $55.23 a bar- 
rel, while U.S. crude fell 1%, to 
$52.63 a barrel. 

Though OPEC has said the 
production cuts are going 
ahead as agreed, analysts are 
looking to the first indepen- 
dent data to gauge compli- 
ance. These numbers will be 
available in early February. 
OPEC and producers like Rus- 
sia have a checkered history of 
sticking by supply agreements. 

Saudi Energy Minister Kha- 
lid al-Falih said this month 
that OPEC’s 13 nations and the 
11 producers outside the group 
had made collective cuts total- 
ing 1.5 million barrels a day. 

“We have our doubts about 
how long OPEC compliance 
can last,” Barclays PLC said in 
a report. “OPEC is convincing 
the market that the cuts are 
occurring and hopes that this 
buys time for a more con- 
structive oil-market balance.” 

The banks in the survey 
lowered their forecasts 
through much of 2016 as a 
price recovery in the first half 
of the year petered out. 

In the first upgrade to their 
forecasts since August, the 
banks now see the price of 
Brent crude rising to just un- 
der $60 a barrel by the end of 
this year. The price of Brent 
averaged at $45 a barrel last 
year. 

Bank analysts are more op- 
timistic than several agencies 


and organizations that moni- 
tor oil. The U.S. Energy Infor- 
mation Administration pre- 
dicts that Brent will average 
$53.50 a barrel this year, while 
the U.N.’s latest global eco- 
nomic outlook forecasts $52 a 
barrel. 

Such gains may be enough 
to encourage U.S. producers 
from North Dakota to Texas to 
turn the taps back on. There 
are 566 rigs drilling for crude 
in the U.S., according to Baker 
Hughes Inc., well above a 
trough of 316 in May of last 
year. 

“The number one wild card 
for oil this year is U.S. out- 
put,” Mr. Wittner said. “The 
question is whether it will re- 
cover fast enough to offset the 
OPEC cuts.” 

Citigroup Inc. estimates 
that if oil prices approach $60 
a barrel, U.S. production will 
rise by over 800,000 barrels a 
day by the end of the year. 
U.S. production is running at 
just under nine million barrels 
a day, down from a peak of 9.6 
million barrels in 2015. 

There are also risks on the 
demand side. 

Higher prices could limit 
purchases by motorists and 
businesses around the world. 
The International Energy 
Agency expects global oil-de- 
mand growth to slow to 1.3 
million barrels a day in 2017 
from 1.5 million barrels last 
year as prices rise. 


Pushing Back 

Requests Wells Fargo sent to SEC 
to block shareholder proposals 
6 no-action letter requests 
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investors are scheduled 
to meet Feb. 6 with Mr. Sloan 
and Vice Chairwoman Eliza- 
beth Duke. 

Many of those shareholders 
support the accepted Sisters of 
St. Francis resolution but also 
want a broad discussion of re- 
lated issues, such as what 
board members knew and why 
they didn’t act sooner about 
the scandal, Timothy Smith, a 
Walden senior vice presi- 
dent, added. 

Some investors also remain 


dissatisfied with Wells Fargo’s 
board because several mem- 
bers serve on many corporate 
boards. Among them is the Cal- 
ifornia State Teachers’ Retire- 
ment System. It said it raised 
concerns about “overboarded” 
Wells Fargo directors during 
a Nov. 3 conference call with 
Stephen W. Sanger, the bank’s 
new chairman, and other insti- 
tutional shareholders. 

Mr. Sanger told the share- 
holders that a law firm re- 
tained by the board to investi- 
gate the sales scandal also 
would assess corporate-gover- 
nance practices, according to 
Anne Sheehan, CalSTRS’s direc- 
tor of corporate governance. 

Discussions between large 
shareholders and Mr. Sanger, 
who regularly meets with in- 
vestors each fall, focused more 
this year on sales-practice is- 
sues, a board spokesman said. 
Mr. Sanger also offered to re- 
connect with shareholders be- 
fore or during proxy season 
when he could share more in- 
formation about actions the 
board has taken and possibly 
discuss at least preliminary 
findings from its investigation, 
the spokesman added. 

Some concerns have been 
put to rest, though. In mid- 
September, just days after 
Wells Fargo announced the 
sales practices regulatory set- 
tlement, several investors 
asked the bank to split the 
roles of CEO and chairman 
starting with its next leader. 
Then-CEO John Stumpf soon 
resigned and Mr. Sanger, then 
lead independent board direc- 
tor, became chairman. Those 
shareholders withdrew their 
2017 resolution. 

While that is no longer an 
issue, Mr. Sanger has agreed 
to meet with Connecticut state 
officials, among the co-filers of 
the role-split proposal. They 
intend to ask him about the 
board’s efforts to recruit new 
members and attempts to claw 
back certain executives’ pay, 
said David Barrett, a spokes- 
man for the Connecticut state 
treasurer. 


FINANCE WATCH 


STANDARD CHARTERED 

Former Regulator 
Will Advise CEO 

Standard Chartered PLC said 
it hired Tracey McDermott, for- 
mer head of enforcement at the 
U.K. financial regulator, to lead its 
public and regulatory affairs. 

Ms. McDermott will start next 
month as a top adviser to Chief 
Executive Bill Winters. 

Standard Chartered has been 
probed or penalized in the U.S., 
Asia and elsewhere for a variety 
of alleged wrongdoing. In 2012, it 
admitted to disguising transac- 
tions with customers from sanc- 
tioned countries and is being in- 
vestigated over possible further 
violations. 

Standard Chartered also has 
to plan for the effects of Brit- 
ain's exit from the European 
Union, including any shifts in U.K. 
regulatory policy. The U.K. has 
been carrying out increasingly 
strenuous stress tests on banks. 

Ms. McDermott was acting 
CEO of the Financial Conduct 
Authority until June, filling the 
shoes of the former boss, Martin 
Wheatley, for nearly a year. She 
oversaw some of the biggest fi- 
nancial enforcement cases of re- 
cent years in Britain, including 
the rigging of interest-rate and 
foreign-exchange benchmarks. 

—Margot Patrick 

CARLYLE GROUP 

Ex-KKR Man Takes 
Role in Credit Arm 

Carlyle Group LP named for- 
mer KKR & Co. executive Craig 
Farr to a senior advisory role in 
its credit arm, as the private- 
equity firm regroups from 
struggles in its hedge-fund 
business. 

Mr. Farr, who formerly led 
credit investing and capital mar- 
kets at KKR, will serve as an ad- 
viser to Mark Jenkins, who 


joined Carlyle last year in the 
newly created position of head 
of global credit, according to peo- 
ple familiar with the matter. 

The hires follow a decision by 
Carlyle to retreat from hedge 
funds following a stretch of poor 
performance and instead focus 
on lending and trading corporate 
debt. 

Following setbacks at Carlyle- 
backed hedge-fund firms Claren 
Road Asset Management and 
Vermillion Asset Management 
LLC, the firm last year charged 
longtime private-equity executive 
Kewsong Lee with overhauling 
its $34.1 billion "global market 
strategies" arm, which encom- 
passes much of its activity out- 
side buyouts. 

—Matt Jarzemsky 

MICROSOFT 

$17 Billion Bond Sale 
Is Greeted Warmly 

Microsoft Corp. moved to sell 
$17 billion of bonds Monday, cap- 
ping a busy month for corporate- 
bond issuance with the largest 
deal of the year. 

Surprising investors with such 
a big deal so soon after it sold 
$19.75 billion of bonds last Au- 
gust, Microsoft nonetheless met 
with a warm reception from in- 
vestors, enabling it to increase 
the size of the offering from an 
initial estimate of $14 billion. 

The seven-part deal includes 
a $4 billion 10-year bond offered 
at a 0.85-percentage-point yield 
premium to U.S. Treasurys, be- 
low the initial guidance of a one- 
percentage-point premium. 

Wary of rising interest rates 
and potential tax changes that 
could make it costlier to issue 
debt, investment-grade compa- 
nies have sold $146 billion of 
bonds this year, the most for 
any comparable period in records 
going back to 1995, according to 
Dealogic. 

—Sam Goldfarb 


Goldman’s 
Blankfein 
Decries 
Travel Ban 

By Liz Hoffman 

Goldman Sachs Group Inc. 
Chief Executive Lloyd Blank- 
fein spoke out against Presi- 
dent Donald Trump’s executive 
order restricting immigration 
from seven Muslim-majority 
countries. 

“This is not a policy we 
support,” Mr. Blankfein said in 
an internal message to Gold- 
man employees Sunday, a copy 
of which was reviewed by The 
Wall Street Journal. 

The order, which freezes 
the U.S. refugee program and 
bans many Muslims, including 
some legal residents, from en- 
tering the U.S., sparked a ma- 
jor backlash over the weekend 
and has been partially stayed 
by a federal judge. 

Mr. Blankfein, a Democrat 
who endorsed Hillary Clinton 
in her presidential run, said 
the policy causes “disruption 
to the firm, and especially to 
some of our people and their 
families.” 

“Being diverse is not op- 
tional; it is what we must be,” 
he said, quoting from Gold- 
man’s business principles. 
“Now is a fitting time to re- 
flect on those words and the 
principles that underlie them.” 

The bank’s CEO said 
the policy causes 
‘disruption to the 
firm’ and its people. 


It is rare for a bank CEO to 
weigh in on political issues— 
especially as the Trump ad- 
ministration and a Republican 
Congress weigh changes to fi- 
nancial regulation that could 
help Goldman’s business. 

But Mr. Blankfein has spo- 
ken out about social-justice is- 
sues before. He came out in 
support of same-sex marriage 
in 2012. 

Other Wall Street execu- 
tives spoke out about the or- 
der as well, thought less force- 
fully. 

Morgan Stanley CEO 

James Gorman said Monday 
that the firm is “closely moni- 
toring” the situation, and that 
none of its 55,000 employees 
had been affected. 

“Continuing to draw on tal- 
ent from across the globe is a 
key element of Morgan Stan- 
ley’s culture,” he wrote in an 
all-staff email. 

Top executives at J.R Mor- 
gan Chase & Co. sent a firm- 
wide note Sunday offering its 
“unwavering commitment” to 
its employees. The largest U.S. 
bank by assets also reached 
out to all employees on spon- 
sored visas who may be af- 
fected. 

“We understand that our 
country, economy and wellbe- 
ing are strengthened by the 
rich diversity of the world 
around us,” they wrote. 

A Wells Fargo & Co. 
spokeswoman said the bank is 
reviewing the executive orders 
to gauge any “direct impact” 
on the firm’s employees or 
business. 



Chief Executive Lloyd Blankfein 
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MARKETS DIGEST 
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Nikkei Stock Avg 

19368.85 -98.55 

-0.511 


14952.02 

• 

19594.16 

1.3 

Singapore 

Straits Times 

3064.85 

Closed 


2538.28 

• 

3064.85 

6.4 

South Korea Kospi 

2083.59 

Closed 


1835.28 

• 

2087.14 

2.8 

Taiwan 

Weighted 

9447.95 

Closed 


7828.67 

• 

9447.95 

2.1 


350 
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Source: SIX Financial lnformation;WSJ Market Data Group 

Currencies 

Yen, euro vs. dollar; dollar vs. major U.S. trading partners 


Country/currency 


London close on Jan. 30 

US$vs, 

Mon YTDchg 

in US$ perUS$ (%) 



2016 


Country/currency 


US$vs, 

Mon YTDchg 

inllSJ perUS$ (%) 


Country/currency 


2017 

US}»s, 

Mon YTDchg 

inUS$ perUS$ (%) 


Americas 
Argentina peso-a 
Brazil real 
Canada dollar 
Chile peso 
Colombia peso 
Ecuador US dollar-f 
Mexico peso-a 
Peru sol 

Uruguay peso-e 
Venezuela bolivar 

Asia-Pacific 
Australia dollar 
China yuan 


0.0627 

0.3209 

0.7638 

0.001543 

0.0003402 

1 

0.0481 

0.3041 

0.0355 

0.100050 


0.4 

-4.3 

- 2.6 

-3.2 

- 2.1 


15.9375 
3.1159 
1.3093 
648.20 
2939.53 

1 unch 
20.7894 0.3 
3.2885 -1.9 
28.180 -4.0 
10.00 unch 


0.7555 1.3236 -4.7 
0.1453 6.8817 -0.9 


Hong Kong dollar 
India rupee 
Indonesia rupiah 
Japan yen 
Kazakhstan tenge 
Macau pataca 
Malaysia ringgit-c 
New Zealand dollar 
Pakistan rupee 
Philippines peso 
Singapore dollar 
South Korea won 
Sri Lanka rupee 
Taiwan dollar 
Thailand baht 


0.1289 

0.0147 

0.0000749 

0.008790 

0.003067 

0.1248 

0.2257 

0.7281 

0.0096 

0.0201 

0.7033 

0.0008529 

0.0066538 

0.03183 

0.02839 


7.7579 0.03 
67.8018 -0.2 
13348 -1.3 

113.76 -2.8 
326.09 -2.3 
8.0106 1.2 
4.4315 -1.2 
1.3734 -4.9 
104.700 0.3 
49.724 0.2 
1.4219 -1.8 
1172.51 -2.9 
150.29 1.2 
31.413 -3.2 
35.220 -1.6 


Europe 
Bulgaria lev 
Croatia kuna 
Euro zone euro 
Czech Rep. koruna-b 
Denmark krone 
Hungary forint 
Iceland krona 
Norway krone 
Poland zloty 
Russia ruble-d 
Sweden krona 
Switzerland franc 
Turkey lira 
Ukraine hryvnia 
U.K. pound 

Middle East/Africa 


0.5465 1.8299 
0.1429 6.998 
1.0684 0.9360 
0.0395 25.294 
0.1436 6.9620 
0.003437 290.94 
0.008590 116.42 
0.1202 8.3172 
0.2465 4.0567 
0.01670 59.878 
0.1131 8.8383 
1.0031 0.9969 
0.2635 3.7944 
0.0369 27.1200 
1.2473 0.8017 


Bahrain dinar 
Egypt pound-a 
Israel shekel 
Kuwait dinar 
Oman sulrial 
Qatar rial 
Saudi Arabia riyal 
South Africa rand 


2.6520 0.3771 
0.0534 18.7220 
0.2649 3.7746 
3.2761 0.3052 
2.5974 0.3850 
0.2747 3.641 
0.2666 3.7505 
0.0738 13.5556 

Close Net Chg % Chg 


-1.5 

-2.4 

-1.5 

-1.5 

-1.5 

- 1.1 

3.1 

-3.8 

-3.1 

-2.3 

-3.0 

- 2.2 

7.7 

0.1 

- 1.0 

- 0.02 

3.3 

-1.9 

- 0.1 

0.01 

0.02 

- 0.01 

- 1.0 

YTDSChg 

-1.90 


WSJ Dollar Index 91.17-0.25-0.27 

Sources: Tullett Prebon, WSJ Market Data Group 


Jan. 


Oct Nov. 


Dec. 


Jan. 


Global government bonds 

Latest, month-ago and year-ago yields and spreads over or under U.S. T reasurys on benchmark two-year 
and 10-year government bonds around the world. Data as of 3 p.m. ET 


Coupon 

Country/ 
Maturity, in years 

Yield 

Latest 

Spread Over T reasurys, in basis points 
Previous Month Ago 

Year ago 

Previous 

Yield — 

Month ago 

Year ago 

5.250 

Australia 2 

1.821 

60.9 

63.4 

62.8 

113.0 

1.854 

1.834 

1.907 

4.750 

10 

2.731 

24.8 

30.0 

32.0 

66.7 

2.784 

2.765 

2.590 

1.250 

Belgium 2 

-0.538 

-175.0 

-176.4 

-187.3 

-119.5 

-0.544 

-0.667 

-0.418 

1.000 

10 

0.853 

-163.0 

-163.5 

-190.8 

-130.9 

0.849 

0.538 

0.614 

0.000 

France 2 

-0.419 

-163.1 

-170.8 

-191.0 

-117.3 

-0.488 

-0.704 

-0.395 

0.250 

10 

1.056 

-142.7 

-144.1 

-175.8 

-127.7 

1.043 

0.688 

0.646 

0.000 

Germany 2 

-0.683 

-189.5 

-188.4 

-199.2 

-126.1 

-0.664 

-0.786 

-0.483 

0.250 

10 

0.453 

-203.0 

-202.0 

-223.8 

-159.6 

0.464 

0.207 

0.327 

0.300 

Italy 2 

0.062 

-115.0 

-121.7 

-139.3 

-79.4 

0.003 

-0.187 

-0.016 

1.250 

10 

2.321 

-16.2 

-24.9 

-62.3 

-50.3 

2.235 

1.822 

1.420 

0.100 

Japan 2 

-0.215 

-142.7 

-142.3 

-138.9 

-85.2 

-0.203 

-0.182 

-0.075 

0.100 

10 

0.085 

-239.8 

-240.4 

-240.3 

-182.1 

0.079 

0.042 

0.102 

4.000 

Netherlands 2 

-0.638 

-185.0 

-182.5 

-194.4 

-124.5 

-0.605 

-0.738 

-0.468 

0.500 

10 

0.601 

-188.2 

-188.1 

-210.2 

-147.7 

0.603 

0.343 

0.446 

4.450 

Portugal 2 

0.023 

-119.0 

-119.1 

-117.6 

-69.7 

0.029 

0.030 

0.081 

2.875 

10 

4.211 

172.8 

162.4 

130.1 

73.4 

4.108 

3.746 

2.658 

0.250 

Spain 2 

-0.254 

-146.6 

-148.7 

-151.3 

-78.6 

-0.266 

-0.307 

-0.009 

1.300 

10 

1.617 

-86.6 

-89.4 

-104.7 

-39.9 

1.590 

1.399 

1.524 

4.250 

Sweden 2 

-0.545 

-175.7 

-176.8 

-183.6 

-133.3 

-0.548 

-0.629 

-0.555 

1.000 

10 

0.750 

-173.3 

-174.3 

-189.4 

-130.9 

0.741 

0.552 

0.615 

1.250 

U.K. 2 

0.146 

-106.6 

-106.5 

-115.4 

-45.9 

0.155 

0.053 

0.319 

4.250 

10 

1.540 

-94.3 

-92.0 

-134.9 

-36.2 

1.564 

1.096 

1.562 

1.125 

U.S. 2 

1.212 





1.220 

1.206 

0.778 

2.000 

10 

2.483 





2.484 

2.445 

1.924 


Commodities Prices of futures contracts with the most open interest 3:30 p.m. New York time 

EXCHANGE LEGEND: CBOT: Chicago Board of Trade; CME: Chicago Mercantile Exchange; ICE-US: ICE Futures U.S.; MDEX: Bursa Malaysia 
Derivatives Berhad; TCE: Tokyo Commodity Exchange; COMEX: Commodity Exchange; LME: London Metal Exchange; 

NYMEX; New York Mercantile Exchange; ICE-EU: ICE Futures Europe. ' Data as of 1/27/2017 

One-Day Change Year Year 

Commodity Exchange Last price Net Percentage high low 



Corn (cents/bu.) 


CBOT 


358.25 


-4.25 


-1.17% 


371.C 


351.50 


Soybeans (cents/bu.) CBOT 


1022.50 


-26.75 


-2.55 | 


1,080.00 


992.75 


Wheat (cents/bu.) CBOT 


414.25 


-6.25 


-1.49 1 


437.50 


404.75 


Live cattle (cents/lb.) CME 


114.375 


-2.950 


-2.51 1 


120.325 


113.225 


Cocoa ($/ton) 


ICE-US 


2,074 


-21 


2,291 


2,074 


Coffee (cents/lb.) ICE-US 


150.90 


-1.50 


-0.98 | 


156.95 


134.40 


Sugar (cents/lb.) ICE-US 


20.35 


0.02 


21.38 


19.58 


Cotton (cents/lb.) ICE-US 


74.16 


-0.69 


-0.92 1 


75.37 


71.14 


Robusta coffee ($/ton) ICE-EU 


2239.01 


1.04 


2,268.00 


2,115.01 


Copper ($/lb.) 


COMEX 


2.6660 


-0.0235 


-0.87 1 


2.7320 


2.4725 



Gold ($/troyoz.) COMEX 1198.10 


1 I 0-59 


1,223.0 


1,149.70 


Silver ($/troyoz.) COMEX 


17.135 


- 0.001 


-0.01 ll 


17.360 


15.935 


Aluminum ($/mt) LME 1,823.50 


-16.50 


-0.90 | 


1,867.50 1,688.50 


Tin ($/mt)* 


19,985.0 


-230.00 


-1.14 I 


21,225.00 19,950.00 


Copper ($/mt)’ 


LME 5,864.50 


-47.50 


-0.80 | 


5,912.0i 


5,518.0i 


Lead ($/mt) 


2,315.0 


-3.06 1 


2,388.0i 


2,022.C 


Zinc ($/mt) 


2,770.0 


-1.95 1 


2,825.C 


2,555.0i 


Nickel ($/mt)‘ 


LME 9,430.00 


- 200.00 


-2.08 1 


10,480.00 9,430.00 


Rubber (Y.Ol/ton) 


TCE 


351.40 


20.10 


o 


Palm Oil (MYR/mt) MDEX 


3071.00 


0.03 


3,175.0 


2,981.0i 


Crude oil ($/bbl.) NYMEX 


52.68 


-0.49 


-0.92 1 


56.18 


51.59 


NY Harbor ULSD ($/gal.) NYMEX 


1.6256 


-0.0087 


-0.53 | 


1.7744 


1.6149 


RBOB gasoline ($/gal.) NYMEX 


1.5353 


-0.0165 


-1.06 | 


1.7242 


1.5238 


Natural gas ($/mmBtu) NYMEX 


3.229 


-0.129 


BliM 


3.5360 


3.1100 


Brent crude ($/bbl.) ICE-EU 


55.36 


-0.34 


-0.61 1 


59.02 


54.20 


Gas oil ($/ton) 


ICE-EU 


489.25 


-0.75 


-0.15 | 


521.25 


477.75 


Cross rates 


Sources: SIX Financial Information; WSJ Market Data Group 

London close on Jan 30 


HKD 


EUR 


CDN 


AUD 


Euro 


Hong Kong 


7.7579 


9.6765 


7.7813 


0.0682 


8.2882 


5.9255 


5.8619 


Japan 


113.7620 


141.8900 


114.1200 


14.6640 


121.5400 


86.8900 


85.9500 


0.9969 


1.2434 


0.1285 


1.0652 


0.7615 


0.7533 


0.8017 


0.8042 


0.0070 


0.1033 


0.8567 


0.6123 


0.6058 


1.2473 


1.0031 


0.1289 


1.0684 


0.7638 


0.7555 


Source: Tullett Prebon 


Key Rates 



Latest 

52wks ago 

Libor 

One month 

0.78000% 

0.42700% 

Three month 

1.03400 

0.61860 

Six month 

1.35656 

0.86500 

One year 

1.72483 

1.14025 

Euro Libor 

One month 

-0.38471% 

-0.23286% 

Three month 

-0.34500 

-0.18143 

Six month 

-0.24186 

-0.10929 

One year 

-0.09729 

0.00043 

Euribor 

One month 

-0.37200% 

-0.23200% 

Three month 

-0.32800 

-0.16200 

Six month 

-0.24400 

-0.09400 

One year 

-0.10000 

0.01000 

Yen Libor 

One month 

-0.01214% 

0.02314% 

Three month 

-0.00671 

0.03986 

Six month 

0.02200 

0.04571 

One year 

0.12843 

0.12257 


Offer 

Bid 

Eurodollars 

One month 

0.8500% 

0.7500% 

Three month 

1.1500 

1.0500 

Six month 

1.3000 

1.2000 

One year 

1.7000 

1.6000 


Latest 

52wks aqo 

Prime rates 

U.S. 

3.75% 

3.50% 

Canada 

2.70 

2.70 

Japan 

1.475 

1.475 

Hong Kong 

5.00 

5.00 

Policy rates 

ECB 

0.00% 

0.05% 

Britain 

0.25 

0.50 

Switzerland 

0.50 

0.50 

Australia 

1.50 

2.00 

US. discount 

1.25 

1.00 

Fed-funds target 

0.50 

0.25 

Call money 

2.50 

2.25 

Overnight repurchase rates 


U.S. 

0.59% 

0.43% 

Eurozone 

n.a. 

n.a. 


Sources: WSJ Market Data Group, SIX 
Financial Information, Tullett 


Top Stock Listings 






% 

YTD% 1 





% 

YTD% 

| Cur Stock 

Sym 

Last 

Chg 

Chg 

Cur Stock 

Sym 

Last 

Chg 

Chg 

r 

Acia Titanc 



¥ 

TakedaPharm 

4502 

4778.00 

-0.31 

-1.18 







HK$ 

TencentHoldinas 

0700 

204.40 

-0.29 

7.75 

HK$ 

AlAGroup 

1299 

48.30 

0.31 

10.40 

¥ 

TokioMarineHldg 8766 

4780.00 

-1.99 

-0.33 

¥ 

AstellasPharma 

4503 

1539.50 

0.16 

-5.17 

¥ 

ToyotaMtr 

7203 

6705.00 

0.01 

-2.52 

AU$ 

AustNZBk 

ANZ 

29.55 

-0.74 

-2.86 

AU$ 

Wesfarmers 

WES 

40.75 

-0.90 

-3.30 

AU$ 

BHP 

BHP 

27.36 

-0.58 

9.18 

AU$ 

WestpacBanking WBC 

32.01 

-1.05 

-1.81 

HK$ 

BankofChina 

3988 

3.54 

-0.56 

2.91 

AU$ 

Woolworths 

WOW 

24.91 

-0.99 

3.36 

HK$ 

CKHutchison 

0001 

93.45 

1.25 

6.31 

m m 




m 


HK$ 

CNOOC 

0883 

9.84 

-0.61 

1.44 


Stoxx 50 



AU$ 

CSL 

CSL 

111.40 

-1.31 

10.95 

CHF 

ABB 

ABBN 

23.52 

-0.97 

9.50 

¥ 

Canon 

7751 

3394.00 

0.12 

3.00 

€ 

ASMLHolding 

ASML 

113.00 

-0.40 

5.95 

¥ 

CentralJapanRwy 

9022 

18820 

-0.34 

-2.13 

€ 

AXA 

CS 

22.91 

-1.48 

-4.48 

HK$ 

ChinaConstructnBk 

0939 

5.80 

-0.68 

-2.85 

€ 

AirLiquide 

Al 

101.25 

-0.98 

-4.16 

HK$ 

ChinaLifelnsurance 

2628 

21.55 

-0.23 

6.68 

€ 

Allianz 

ALV 

159.25 

-1.70 

1.43 

HK$ 

ChinaMobile 

0941 

87.85 

-0.40 

6.87 

€ 

AB InBev 

ABI 

97.90 

-0.56 

-2.64 

HK$ 

ChinaPetro&Chem 

0386 

6.21 

-1.11 

12.91 

£ 

AstraZeneca 

AZN 

4260.50 

0.51 

-3.99 

AU$ 

CmwithBkAust 

CBA 

82.19 

-0.95 

-0.27 

€ 

BASF 

BAS 

90.37 

-0.89 

2.33 

¥ 

EasUapanRailway 

9020 

10535 

0.29 

4.31 

€ 

BNP Paribas 

BNP 

60.28 

-1.90 

-0.45 

¥ 

Fanuc 

6954 

22470 

-0.97 

13.40 

£ 

BT Group 

BT.A 

305.50 

0.89 

-16.73 

¥ 

Hitachi 

6501 

667.90 

-0.85 

5.68 

€ 

BancoBilVizAr 

BBVA 

6.31 

-1.11 

-1.57 

TW$ 

Hon Hai Precisn 

2317 

83.70 

-0.36 

-0.59 

€ 

BancoSantander 

SAN 

5.20 

-2.11 

4.92 

¥ 

HondaMotor 

7267 

3485.00 

0.03 

2.05 

£ 

Barclays 

BARC 

223.40 

-3.12 

-0.02 

KRW 

HyundaiMtr 

005380 

142500 

0.35 

-2.40 

€ 

Bayer 

BAYN 

104.50 

-1.37 

5.42 

HK$ 

Ind&Comml 

1398 

4.78 

-0.42 

2.80 

£ 

BP 

BP. 

476.05 

-2.21 

-6.58 

¥ 

JapanTobacco 

2914 

3711.00 


-3.46 

£ 

BritishAmTob 

BATS 

4896.50 

-0.49 

5.95 

¥ 

KDDI 

9433 

3065.00 

-0.94 

3.56 

€ 

Daimler 

DAI 

70.45 

-0.38 

-0.38 

¥ 

Mitsubishi 

8058 

2601.50 

-0.52 

4.48 

€ 

DeutscheTelekom 

DTE 

16.27 

-0.52 

-0.55 

¥ 

Mitsubishi Electric 

6503 

1750.50 

-0.88 

7.43 

£ 

Diageo 

DGE 

2218.00 

-1.16 

5.12 

¥ 

MitsubishiUFJFin 

8306 

747.20 

-0.76 

3.75 

€ 

ENI 

ENI 

14.39 

-2.57 

-6.98 

¥ 

Mitsui 

8031 

1679.00 

-0.86 

4.48 

£ 

GlaxoSmithKline 

GSK 

1533.50 

0.89 

-1.82 

¥ 

Mizuho Fin 

8411 

214.50 

-0.97 

2.24 

£ 

HSBC Hldgs 

HSBA 

680.00 

-1.11 

3.52 

¥ 

NTTDoCoMo 

9437 

2717.50 

-2.35 

2.05 

€ 

INGGroep 

INGA 

13.37 

-2.12 


AU$ 

NatAustBnk 

NAB 

30.54 

-0.46 

-0.42 

£ 

ImperialBrands 

IMB 

3694.50 

-0.59 

4.29 

¥ 

NipponTeleg 

9432 

4945.00 

-0.56 

0.67 

€ 

IntesaSanpaolo 

ISP 

2.20 

-3.09 

-9.40 

¥ 

NissanMotor 

7201 

1135.50 

-0.44 

-3.40 

€ 

LVMHMoetHennessy 

MC 

184.35 

-1.34 

1.63 

¥ 

Panasonic 

6752 

1210.00 


1.72 

£ 

LloydsBankingGroup 

LLOY 

64.91 

-1.46 

3.84 

HK$ 

PingAnlnsofChina 

2318 

40.10 

-0.25 

3.35 

€ 

LOreal 

OR 

171.00 

-0.18 

-1.38 

$ 

ReliancelndsGDR 

RIGD 

30.35 

1.17 

-3.80 

£ 

NationalGrid 

NG. 

919.80 

-0.26 

-3.34 

KRW 

SamsungElectronics 

005930 

1995000 

1.27 

10.71 

CHF 

Nestle 

NESN 

72.40 

-1.03 

-0.89 

¥ 

Seven&l Hldgs 

3382 

4567.00 

-0.33 

2.56 

CHF 

Novartis 

NOVN 

72.00 

0.14 

-2.83 

¥ 

SoftBankGroup 

9984 

8853.00 

-1.38 

14.01 

DKK 

NovoNordiskB 

NOVO-B 

248.00 

-0.24 

-2.63 

¥ 

Sony 

6758 

3502.00 

-0.09 

6.93 

£ 

Prudential 

PRU 

1550.00 

-1.71 

-4.76 

¥ 

Sumitomo Mitsui 

8316 

4539.00 

-1.28 

1.77 

£ 

ReckittBenckiser 

RB. 

6821.00 

-0.71 

-0.94 

HK$ 

SunHngKaiPrp 

0016 

107.40 

0.28 

9.59 

£ 

RioTinto 

RIO 

3501.00 

-1.86 

10.84 

TW$ 

TaiwanSemiMfg 

2330 

185.50 

0.27 

2.20 

CHF 

RocheHIdgctf 

ROG 

234.00 

-0.97 

0.60 


| Cur Stock 

Sym 

Last 

Chg 

Chg 

£ 

RoyDtchShellA 

RDSA 

2154.00 

-1.69 

-3.95 

€ 

SAP 

SAP 

85.14 

-0.11 

2.81 

€ 

Sanofi 

SAN 

74.79 

0.40 

-2.74 

€ 

SchneiderElectric 

SU 

67.30 

-1.35 

1.80 

€ 

Siemens 

SIE 

118.10 

-0.92 

1.11 

CHF 

Syngenta 

SYNN 

422.30 

0.07 

4.92 

€ 

Telefonica 

TEF 

8.95 

-1.10 

1.52 

€ 

Total 

FP 

46.70 

-1.10 

-4.14 

CHF 

UBSGroup 
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FINANCE & MARKETS 


China Default Fans Unease 


Fintech Ties 

A debt default rippled through 
Ant Financial's investment 
marketplace, exposing a murky 
supply chain in online deals. 


China Guangfa 
Bank certifies 
Cosun's 
finances. 

Zheshang 
Property & 
Casualty 
Insurance 

guarantees bonds. 


Original investors 

buy bonds; some 
pledge them for 
personal loans. 



Cosun Group 

seeks money. 


Guangdong Equity 
Exchange creates bond. 


ANT FINANCIAL GROUP: 


Zhong An 
Online P&C 
Insurance 

guarantees 
new loans. 


Zhao Cai Bao 

markets bonds and 
secondary loans. 


New investors 

fund personal loans, 
unaware bonds are 
collateral. 


UniCredit Forecasts 
Big Loss for 2016 


Failure spotlights risks 
to small investors who 
use Ant Financial's 
investment network 

By James T. Areddy 


SHANGHAI— A Chinese 
phone maker’s failure to repay 
around $166 million in bonds 
has rippled through the 
world’s largest internet invest- 
ment marketplace, hitting in- 
vestors who hadn’t even 
bought the securities. 

The default, by phone 
maker Cosun Group, is one of 
the most high-profile failures 
to hit China’s sprawling net- 
work of internet-based finan- 
cial firms. It is an embarrass- 
ment to Alibaba Group 
Holding Ltd. because its affili- 
ate Ant Financial Services 
Group owns the investment 
marketplace where the bonds 
were sold and illustrates a ris- 
ing risk in China, where hun- 
dreds of millions of people 
seeking higher returns on 
their savings have used their 
mobile phones to buy risky, 
unregulated investments. 

One person suddenly unable 
to get his money back was Liu 
Bing, a 29-year-old civil ser- 
vant who hadn’t bought any of 
the Cosun bonds. Instead, Mr. 
Liu made a peer-to-peer loan 
arranged by Ant’s site, but the 
collateral the borrower used 
to back the loan was Cosun 
bonds. 

Mr. Liu moved his money 
into the loan offered via Ant 
by using its best known ser- 
vice, an online payment sys- 
tem called Alipay. “I trusted 
the Alipay brand,” said Mr. 
Liu. A review of his invest- 
ment contract shows it didn’t 
spell out that bonds would be 
used as collateral for a loan. 

Ant didn’t respond to re- 
quests for comment. After the 
initial defaults by Cosun, an 
Ant spokeswoman said the 
firm doesn’t take user trust 
for granted and has worked to 
secure customer investments; 
she described the Cosun issue 
as a third-party default. 


Ant, a juggernaut of online 
banking, fund management 
and other financial services, is 
so dominant in online finance 
some analysts value it in the 
region of $70 billion and pre- 
dict it could soon be worth 
over $100 billion. That is 
above the current market cap- 
italization of Goldman Sachs 
Group Inc., which is currently 
around $95 billion. 

Alibaba co-founder Jack Ma 
controls Ant. The firms are 
technically separate but are 
linked by Ant’s payment ser- 
vice Alipay that moves money 
between buyers and mer- 
chants on Alibaba’s internet 
bazaar Taobao. 

Around 13,000 Ant custom- 
ers were affected by Cosun’s 
initial default in December, 
but the financial firm hasn’t 
said how many more were 
buyers of the much larger por- 
tion that defaulted in January. 
How many other investors like 
Mr. Liu were hit by the knock- 
on effects also isn’t clear. Doz- 
ens of self-described victims 
of the default have created 
two chat groups to exchange 
information and share advice 


t 
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on getting redress. 

“I haven’t got paid back on 
two personal loan products 
that were supposed to mature 
on Jan. 5 and Jan. 6. Where 
can I tell which company were 
they linked to? I’m worried if 
those were hit by Cosun too,” 
wrote an investor from the 
central province of Anhui in 
the “Cosun rights protection 
group No. 1” on the QQ mes- 
saging service. 

A few weeks after the de- 
fault, some affected investors, 
including Mr. Liu, received full 
refunds from an insurer that 
guaranteed the bonds. The in- 
surer said it began paying 
back investors to fulfill its “so- 
cial responsibility,” a comment 
that suggests a desire to con- 
tain political fallout from the 
episode. 

That doesn’t settle the 
broader issue of where ulti- 
mate responsibility sits in 
such cases, which some gov- 
ernment officials warn will be- 
come more common in the in- 
ternet financial industry 
because regulation hasn’t kept 
up with practice. In this case, 
multiple parties alleged there 


was fraud, and that would 
mean Mr. Liu’s investment on 
the Ant platform was collater- 
alized by damaged goods. 

Cosun hasn’t commented 
and its founder, telecommuni- 
cations tycoon Wu Ruilin, 
couldn’t be reached. 

Other businesses owned by 
Cosun’s founder have faced ac- 
cusations from U.S. and Hong 
Kong securities regulators that 
they engaged in dubious ac- 
counting. Three of his compa- 
nies got delisted from stock 
markets in the U.S. and Hong 
Kong. He appears to have 
never responded to any of the 
claims. 

The bonds at the heart of 
the issue followed a compli- 
cated path before they were 
sold on the Ant network. They 
were created for a type of ex- 
change in Guangdong province 
where Cosun is based. An in- 
surer in Zhejiang province 
agreed to guarantee the issue, 
relying on financial informa- 
tion about Cosun from a 
Guangdong bank. The bonds, 
and later Mr. Liu’s investment 
deal, were both brokered na- 
tionwide by an Ant site called 
Zhao Cai Bao that takes a fee 
for matching individual lend- 
ers with borrowers who in- 
clude individuals, businesses 
and government agencies. 

Research from Guo Li, a 
professor of financial law at 
Peking University Law School, 
shows how a supply chain of 
firms with different regulators 
allows complicated bonds to 
be sold to individuals on the 
internet. “The ordinary buyers 
have little idea about the 
product they invest in because 
of the long and fairly murky 
chain,” he said. On Thursday, 
China’s State Council ordered 
limits on the creation and sale 
of Cosun-type bonds. 

Individuals invest in these 
securities with a few swipes 
on their phone, often to earn a 
higher interest rate on the 
money they have parked with 
an Ant money-management di- 
vision that reports deposits 
topping $115 billion. 

—Yifan Xie 

contributed to this article. 


By Giovanni Legorano 


ROME— Italian lender Uni- 
Credit SpA said it estimates it 
had a net loss of €11.8 billion 
($12.6 billion) for 2016, the re- 
sult of a major balance-sheet 
cleanup it unveiled last month. 

The bank said the loss, 
which was widely expected, is 
mainly the result of a €12.2 
billion one-time hit in charges 
for bad-loan provisions and 
other items that it announced 
in December. 

The bank said it will also 
take a charge of €1 billion 
mainly due to a write-down of 
its stake in Atlante, a govern- 
ment-orchestrated backstop 
fund for banks, and write- 
downs of other stakes. 

UniCredit said in December 
that it planned to cut thou- 
sands of jobs and sell €13 bil- 
lion in fresh shares and a large 
chunk of its bad loans, as part 
of an overhaul to bolster its 
capital base. 

It plans to launch the share 
sale as soon as next week, said 
a person familiar with the 
matter, likely before the publi- 
cation of its full-year results 
on Feb 9. That is why it un- 
veiled a preliminary figure for 
its final loss for the year, the 
person said. 

As part of the plan, the 
bank will shed €17.7 billion of 
gross bad loans by bundling 
them into securities to be sold 


to investors. 

The bank has agreed to 
transfer one portfolio of bad 
loans to a newly created firm 
controlled by hedge fund For- 
tress Investment Group and 
another to a firm controlled 
by Pacific Investment Man- 
agement Co. 

UniCredit will own a minor- 
ity stake in the two compa- 
nies. The two transactions are 
slated to be completed during 
the first half of this year. 

The bank also plans to cut 
6,500 jobs by 2019, on top of 
job cuts that had already been 
planned, bringing total reduc- 
tions to 14,000, or 10% of its 
workforce, the lender said in 
December. The cuts don’t in- 
clude the jobs that will go 
with the businesses the bank 
agreed to sell last year. As a 
result, personnel costs would 
drop by €1.1 billion. 

The one-time hit will bring 
the bank’s capital ratio tempo- 
rarily below regulatory re- 
quirements by around two 
percentage points, the bank 
said. At the end of the third 
quarter, the bank’s common 
equity Tier 1 ratio with fully 
applied Basel III rules— a com- 
monly used measure of lend- 
ers’ capital solidity— stood at 
10.82%. 

The bank said it would have 
posted a net profit for the 
year if it didn’t have to book 
the one-time charges. 



UniCredit says its net loss for last year will total $12.6 billion. 



MARTIN DIVISEK/BL00MBERG NEWS 
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CME to Mom and Pop: Try Futures 



A new CME Group television commercial encourages individual investors to trade futures. 


Exchange operator 
wants small investors 
to test area usually 
left to the pros 

By Alexander Osipovich 


Futures trading has a repu- 
tation as a risky endeavor best 
left for the pros. That isn’t 
stopping CME Group Inc. from 
encouraging individual inves- 
tors to try it out. 

The Chicago-based exchange 
operator in November started 
airing a television commercial 
showing a cheerful dad touting 
futures as he strolls past a 
crude-oil pipeline and gold 
vault that have materialized in 
his house. The message: At- 
home investors can use futures 
and bet on different markets 24 
hours a day. 

The Commodity Futures 
Trading Commission, which 
regulates futures, discourages 
individuals from trading them. 
On its website, the CFTC de- 
scribes trading futures as a 
“volatile, complex and risky 
venture that is rarely suitable 
for individual investors or ‘re- 
tail customers.’ ” 

CME said its campaign is 
aimed at financially sophisti- 
cated, well-funded individuals 
who are already active traders 
of stocks, options or exchange- 
traded funds. 

“We are not targeting the 
mom and pops on the street,” 
Terry Duffy, who is now chair- 
man and chief executive officer 
at CME, said on an Oct. 27 call 
with analysts. 

CME said its markets are 
highly regulated and that its re- 
tail campaign isn’t hiding any 
risks. “Our main goal is to edu- 
cate these traders about our fu- 
tures markets and ensure they 
are as informed as possible 
about how they work,” a CME 
spokesman said. 

Trading futures can be at- 
tractive— and perilous— because 
it allows heavy use of leverage, 
or borrowing, making large 


bets with a small amount of an 
investor’s own money. Leverage 
can enable eye-popping profits 
if a bet proves to be right but 
can also amplify losses. A 
trader stuck with a losing bet 
could even be required to pay 
out more than he or she put 
down initially. 

In stock trades, retail, or in- 
dividual, investors are generally 
limited to borrowing no more 
than 50% of the value of their 
stock portfolios, a 2-to-l lever- 
age ratio. By contrast, futures 
can offer leverage of 10 to 1, 20 
to 1 or more, depending on 
which contract is being traded 
and the requirements of the 
broker that a trader is using. 

Futures markets are domi- 
nated by professional traders, 
commodities firms and finan- 
cial institutions. Retail makes 
up a small slice of the pie, but 
it is expanding. Between 5% and 
10% of CME’s trading volume 
comes from retail customers, a 
percentage that has roughly 
doubled since 2012, the spokes- 
man said. 

As the world’s largest opera- 
tor of futures exchanges, with a 
market capitalization of more 
than $40 billion, CME regularly 


enjoys profit margins in excess 
of 30%. Over the past decade, it 
expanded by acquiring rivals 
like the Chicago Board of Trade, 
New York Mercantile Exchange 
and Kansas City Board of Trade. 

Now, analysts and industry 
observers said, it faces the 
challenge of finding new 
sources of growth, which makes 
the relatively untapped retail 
segment attractive. 

Daniel Skalak, 32 years old, 
said he left his job as a waiter 
at the Manhattan restaurant 
Per Se in 2016 and moved to 
Georgia, where he is now a full- 
time day trader focusing on E- 
mini S&P 500 futures. 

“It really came down to the 
leverage,” said Mr. Skalak on 
why he switched from stocks to 
futures. On a good day, Mr. Ska- 
lak said he can make $600 to 
$1,000. He pulls out of the mar- 
ket if his daily losses approach 
$400, a policy he adopted after 
some steep losses. 

The futures market operates 
24 hours, another reason inter- 
est in futures has increased, 
brokers said. Last year, futures 
volumes surged during over- 
night trading frenzies on days 
like Nov. 9, following President 


A Bigger Share 

Retail broker TD Ameritrade says 
a growing share of its business is 
coming from futures. 


12% FY2016 

10 % 



Note: Fiscal year ends Sept. 30 

Source: TD Ameritrade 
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Donald Trump’s election vic- 
tory, or June 24, the night after 
the U.K.’s vote to leave the Eu- 
ropean Union. 

“In both cases, you had in- 
formation coming in while the 
equities markets were closed 
but the futures markets were 
open,” said J.B. Mackenzie, 
managing director of futures 
and foreign exchange at TD 


Ameritrade. “What we saw 
was a tremendous engagement 
from retail traders during that 
time.” 

The CME TV spot is accom- 
panied by an online campaign, 
including digital-ad buys on fi- 
nancial media outlets, market- 
commentary videos and web- 
sites on futures trading. The 
Wall Street Journal is among 
the outlets on which CME has 
bought ads. 

When asked about the cam- 
paign, Sharon Bowen, a Demo- 
cratic commissioner on the 
CFTC, urged CME to warn retail 
investors of the dangers of fu- 
tures trading. “It is my expecta- 
tion that CME will provide spe- 
cial oversight to small retail 
investors to ensure that they 
have a full understanding of the 
risks involved in trading before 
they become active in the fu- 
tures market,” she said in an 
email to the Journal. 

CME collects fees when its 
contracts are traded. Analysts 
estimate it made $3 billion 
from such trading-related fees 
in 2016, accounting for 84% of 
total revenue, FactSet data 
show. 

The company sees retail as 
“far from the only” potential 
growth area, the CME spokes- 
man said. Others include per- 
suading more corporations to 
hedge risk with futures and ex- 
panding internationally, he 
added. 

CME has run TV commer- 
cials before, including a 2013 ad 
featuring billionaire entrepre- 
neur Richard Branson. But 
longtime observers said CME’s 
latest campaign is the highest- 
profile effort yet to encourage 
trading by active day traders. 

“I haven’t seen anything like 
it before coming from a futures 
exchange,” said Craig Pirrong, a 
finance professor at the Univer- 
sity of Houston who studies 
commodities trading. He said of 
CME: “In order to eke out some 
additional growth, they have to 
find potential customers, and 
retail is apparently one of the 
areas that they’ve identified.” 


Citi to Exit 

Mortgage 

Servicing 

By Christina Rexrode 

Citigroup Inc. said it will 
leave the mortgage-servicing 
business, turning its focus to 
mortgage originations. 

The bank said it is selling 
servicing rights of about 
780,000 mortgages backed by 
Fannie Mae and Freddie Mac 
to a unit of New Residential 
Investment Corp. New Resi- 
dential, managed by an affili- 
ate of Fortress Investment 
Group, said it is paying about 
$980 million. 

Citigroup said the move 
will reduce its first-quarter 
pretax earnings by $400 mil- 
lion, including a loss on the 
sale and other transaction 
costs. The bank said the 
move allows it to focus on 
originating mortgages, to cut 
expenses and to improve 
shareholder returns. 

The mortgages underlying 
the deal are to borrowers who 
aren’t Citigroup bank custom- 
ers and represent about $97 
billion in mortgage balances. 

Citigroup also said it out- 
sourcing the servicing of re- 
maining customer mortgages 
to Cenlar FSB, a privately 
owned company. 

The move is aligned with 
both industry trends and Citi- 
group’s recent history. Some 
banks have been shrinking 
their exposure to the mort- 
gage-servicing business be- 
cause of increased regulatory 
scrutiny and costs. And New 
York-based Citigroup has been 
exiting businesses since the fi- 
nancial crisis nearly toppled it. 

In mortgages, the bank has 
been moving toward doing 
business with just existing 
customers in the U.S. cities 
where the bank has branches. 
Citigroup’s mortgage-servic- 
ing portfolio is half the size 
that it was a decade ago, ac- 
cording to the trade publica- 
tion Inside Mortgage Finance. 
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A Historic, 
Eerie Calm 
In Markets 

Stop me if you have heard 
this before: We may be expe- 
riencing the calm before the 
storm for markets. 

By one measure, investors 
are remarkably complacent. 
Despite political upheaval in 
Washington, the CBOE Vola- 
tility Index, or VIX, is at its 
lowest level since 2014 and 
below all but 1% of readings 
in its history. From the Fri- 
day before the presidential 
election through Friday’s 
close, the fear gauge has had 
its sharpest 12-week drop 
ever, according to Charlie 
Bilello, director of research 
at Pension Partners. 

The problem with the VIX, 
which is derived from the 
prices paid for options expir- 
ing in a month, is that it is 
backward looking and tends 
to fall during periods of ris- 
ing stock prices such as the 
recent Trump rally. 

But this belies heightened 
regulatory, geopolitical and 
economic uncertainty one 
week into a new U.S. admin- 
istration. Common sense dic- 
tates that insurance for a 
stock portfolio should at the 
very least be a bit pricier 
right now. 

Over its history, stocks 
have done poorly in the year 
following very low VIX lev- 
els. The S&P’s annual gain 
has been 2.7% after the 100 
lowest readings and nearly 
29% after the 100 highest 
readings. The overall average 
was 8.8%. 

A low VIX isn’t in and of 
itself worrisome, but the 
“calm before the storm” idea 
has some basis in history. 
Some of the lowest historical 
VIX readings preceded sharp, 
unexpected stock selloffs, 
such as the 2008 financial 
crisis and the 1994 interest- 
rate scare. 

Sometimes a healthy dose 
of anxiety is a good thing. 

—Spencer Jakab 


For Investors, Toyota Is Still Tops 


Car buffs, journalists and 
economists pay a lot of at- 
tention to unit-car statistics, 
but investors shouldn’t— just 
look at Volkswagen’s rise to 
the top of the official league 
table of manufacturers. 

Toyota Motor, which 
overtook General Motors in 
the International Organiza- 
tion of Motor Vehicle Manu- 
facturers’ ranking in 2008 for 
the first time, said Monday 
that it produced 10.21 million 
cars in 2016. Earlier in Janu- 
ary, Volkswagen said it deliv- 
ered 10.31 million vehicles to 
dealers in 2016. Assuming de- 
liveries are a proxy for pro- 
duction, the German car 
maker has surpassed Toyota 
to become, for the first time, 
the world’s largest car maker. 

China is the key reason. 
Volkswagen and GM dominate 
the Chinese market, each pro- 
ducing more than three times 
more cars than Toyota. Since 
the Chinese market is by far 
the world’s largest and in- 
creased 15% in 2016— far 
faster than other markets— 


Better Ranking 

Car makers by stock-market 
capitalization, in billions 

Toyota 
Volkswagen 
Daimler 
BMW 
GM 
Honda 
Ford 
Nissan 
Hyundai 
Renault 

Sources: FactSet; Reuters (photo) 
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this was a decisive advantage. 

Still, ranking car makers 
by the number of vehicles 
they produce generates little 
more than bragging rights. 
The number of vehicles sold 
would be a better bench- 
mark, if only the industry 
weren’t rife with reports of 
manipulated sales statistics. 

Even production is a slip- 
pery concept. According to 


figures unearthed by blogger 
Bertel Schmitt, Toyota also 
makes hundreds of thou- 
sands of cars on behalf of 
other companies. Add in the 
212,846 cars that Toyota’s 
Daihatsu unit made in 2016 
for Malaysia’s top brand, Per- 
odua, and the Japanese com- 
pany would still be the 
world’s largest car maker. 

The industry ought to ig- 


nore unit figures altogether. 
This might reduce the incen- 
tive to fiddle with them, but 
mainly it would put more em- 
phasis on profitability. Not all 
sales are equal: Premium 
brands typically make several 
thousands of dollars for each 
vehicle and more basic brands 
only a few hundred; trucks 
sometimes make upward of 
$ 10 , 000 . 

Volkswagen’s hunger for 
volumes led it to sacrifice the 
margins of its namesake 
brand, which were just 1.6% 
outside China for the first 
nine months of 2016. Chasing 
unit sales may have also cre- 
ated the corporate atmo- 
sphere that led to the 2015 
emissions scandal, which is 
likely to cost the company 
more than $20 billion. 

What matters more for in- 
vestors is that Toyota’s stock- 
market value is more than 
twice that of Volkswagen’s. 
Never mind official industry 
statistics, Toyota is still by far 
the world’s largest car maker. 

—Stephen Wilmot 


OVERHEARD 


Looking for a sign the 
economy is on the upswing? 
The company that makes 
Huggies has you covered. 

Kimberly-Clark Corp. last 
Tuesday said sales volumes 
for the diapers were down 
last year while sales of Pull- 
Ups training pants rose. Exec- 
utives said that bodes well 
for consumer confidence. 

Pull-Ups can be used by 
parents who are potty-train- 
ing their toddlers, but they 
are more expensive than 
standard diapers. Call it the 
Pull-Up Predictor and add it 
to the list of unusual ways to 
gauge the health of the econ- 
omy, from the Men's Under- 
wear Index to the Leading 
Lipstick Index to the Thor- 
oughbred Tracker. There is 
only one problem: Citing com- 
petition, Kimberly-Clark de- 
clined our request for more 
detailed sales figures so we 
could evaluate their claim. 

There is no way to know 
if the diaper executives are 
all wet. 


Apple Remains on the Hunt for Ways to Build Its Margins 


It is too early to know ex- 
actly what Apple Inc. has in 
mind for the next iPhone. It 
isn’t too early to think 
about what it might cost— 
for both the company and 
its customers. 

Launched 10 years ago, 
the iPhone transformed Ap- 
ple in a few notable ways. 
The now iconic smartphone 
has racked up more than 
$650 billion in revenue, mak- 
ing Apple the world’s most 
valuable company. 

It also has made Apple the 
envy of the consumer-elec- 
tronics industry as the com- 
pany’s design and operations 
prowess has allowed it to 
produce an expensive device 
at profit margins untouch- 
able by its peers. 

Those margins are a key 
part of Apple’s appeal to in- 


Toll Call 

Apple's capital expenditures for 
fiscal years ended September 
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vestors, but they have come 
under pressure as iPhone 
sales have slowed and the 
costs of staying competitive 
in smartphones have risen. 
Toni Sacconaghi of Bernstein 
estimates that the iPhone’s 
gross margins have fallen by 
15 percentage points in the 


past five years to 40.8% in 
fiscal 2016. 

That is still well above 
what any competitors can 
command, but Apple’s huge 
size and the maturity of the 
smartphone business mean 
that the company simply can’t 
deliver the growth it once did. 

Margins, therefore, have 
become paramount. Apple’s 
stock slid more than 8% in 
the days following its latest 
earnings report after its 
gross-margin forecast for the 
first fiscal quarter proved 
disappointing. Apple CFO 
Luca Maestri pointed to 
“cost structures” for the 
company’s new products as 
part of the reason. 

Full results for the quar- 
ter will be reported Tuesday, 
when Apple also is expected 
to project overall gross mar- 


gins of 38.7% for the March 
period. That would be a de- 
cline from 39.4% from the 
same period last year. 

The company is believed 
to be preparing a significant 
redesign of the iPhone this 
year for its 10th anniversary, 
with current rumors point- 
ing toward an OLED display 
and an all-glass body design. 

Investors aren’t likely to 
get any detail from the tight- 
lipped company on coming 
products, but those most 
certainly aren’t getting any 
cheaper to make. 

Apple already has pro- 
jected $16 billion in capital 
expenditures this year— up 
25% from last year. Much of 
that goes toward produc- 
tion equipment and tooling 
used by its manufacturing 
partners. 


Apple is working on other 
ways to help the bottom line. 
Its legal challenges against 
Qualcomm and Nokia have 
the clear aim of lowering the 
royalties it has to pay for ac- 
cess to key wireless patents. 
And the company continues 
to seek ways to build out its 
services segment, which sells 
content and apps for its de- 
vices. Ben Schachter of Mac- 
quarie estimates services av- 
erage a gross margin of 
about 73%. 

But Apple remains a de- 
vice company, with an un- 
matched ability to profitably 
meld form and function. 

That game is getting more 
expensive. 

It helps Apple that few 
others can afford to even 
play. 

—Dan Gallagher 




